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Jan. 
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Jan. 

8 

8 

Oct. 

15 

Oct. 

14 

(See  Each  Month) 
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Nov.  3 
Mar.  3 
Jan.  7 
Jan.  7 
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BOND  MARKET 
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BRITISH 

Debt  Feb.     8 

Loan  to  Japan  Tan.     5 

Resume  of  fiscal  year  May  13 

War  Loan  Feb.     7 

BRITISH  TAX,  THE 
Unfavorable  effect  of  80%  rate  Sept.    3 

BUSINESS  CONDITIONS  (GENERAL) 

(See  Each  Month) 
Boot  and  Shoe  industry  Mar.    2 

Corn   Provision  and   Cotton  crops  Sept.    1 

Coal,  labor,  building  and  crops  Nov.    4 

Crops,  importance  of  Feb.      1 

Crops,  steel.  &  Railroads  July     9 

Foreign  Trade  Council's  committee  reports  on 
amount  of  reconstruction  work  to  be  re- 
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Future  of  business  May  11 
Industrial  resume  of  1916  Jan.  3 
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Peace  talk  effect  on  trade  market  Feb.  1 
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Month  Pack 

Mar. 

2 

Mar. 

2 

Jan. 

3 

Mar. 

2 

Mar. 

3 

Feb. 

1 

Oct. 

3 

Railroad  congestion  effect  on  business 

Steel  industry 

Supply  and  demand  (present) 

Textile  industry 

Trade  and  clearings 

Transportation  facilities  inadequacy 

Railways 

CAPITAL 

A  field   for  Aug.  13 

An  increasing  factor  in  industry  Aug.  10 

Common  interest  in  accumulation  Aug.  13 

Conscription  Dec.  5 

Does  it  increase  too  fast — Saving  &  Spending    Aug.  11 

Henry  Ford  May  7 

Savers  and  spenders  May  7 

Service  of  Sept.  10 

Where  it  is  scarce  Aug.  13 

CARTER,  MACY  AND  COMPANY 
Interest   turned   over  to  The  American   Inter- 
national Corpn.  Jan.     8 

CATTLE  Jan.3;Feb.  2;  June    3 

CENTRAL  ARGENTINE  RAILWAY  Feb.     4 

CHICAGO,    MILWAUKEE    &    ST.    PAUL 

R.  R.  Feb.  4;  Nov.    6 

CHINESE  GOVERNMENT 
Railroad  contract  with  The  American  Interna- 
tional Corpn.  Jan.     8 
Situation                                                                        July     2 

CLEARING  HOUSE  SETTLEMENTS  Feb.     7 

CONSCRIPTION  CAPITAL  Dec.     S 

Private  capital  does  public  service  Dec.     6 

CONSERVATION   OF  COAL 
Gains  by  Consolidating   Power  Production         Nov.    9 
Conservmg  Capital  and  Labor  Nov.  10 

COTTON 

Condition  of  the  Crop        Jan.    3;    Aug.    7;    Sept.  1-4 

CROPS 

Conditions     and     importance     of  —  Feb.    1;    Mar     3 

May    8;    June    4;    Sept.    2;    Oct.    3 
Gardens 

Government  control  of  Prices 
Hedging   Transactions 

Price  fixing  May  10;     Nov.    5; 

Scarcity  of  products  not  immediate 
Shortage  of  Seed 
Vegetable  Gardens  Apr.     6 

CUDAHY  PACKING  COMPANY  Jan.     9> 

CURRENCY 

Greenbacks 
Paper  money 
Supply  of 

DRAFT  AND  LOAN 
Registration 


May  8 

June  7 

June  7 

Aug.  6 

May  9 

Apr.  5 


Feb.  7 
Dec.  4 
Sept    4 


July     1 


EFFICIENCY 

\ 

Month  Pace 

Community  interest  in 
Food  distribution 
Improving  individual 
Industrial 

ELECTRIC  POWER 

July 
.  uly 
Aug. 
July 

4 

4 

14 

4 

C  M.  &  St.  Paul  Railway 
Norfolk  &  Western  Railway 

Nov. 
Nov. 

6 
8 

ERIE  CANAL 

Aug. 

9 

EVENTFUL  MONTH,  AN 

Conditions  in  Europe 

Dec. 

1 

EXCHANGES 

Internatioral                                                 Aug. 
United  Sutes  records  for  1916 

4;  Sept 
Feb. 

4 
3 

Jan. 
Jan. 
Mar. 


EXPORTS 

Amount  of  Exports  for  1912,  1915  and  1916 

Financing 

January,   1917,  exports 

FEDERAL  RESERVE  ACT 

Amendments 

Amendment   for  concentrating  gold  reserve 

Amendments  in  Full  Efiect 

Amendments  to,  adapted 

Dual  organization 

Greenbacks 

Reserves  (change  in) 

FEDERAL  FARM  LAND  BANKS 

Division  of  country  by  Farm  Loan  Board 

FEDERAL  RESERVE  BANKS 
Federal  Reserve  act  amendment  to  concentrate 

gold  in  Federal  Reserve  Banks  May  12 

"4 
5 
4 
5 


Feb.  5 

May  12 

Aug.  4 

July  8 

Feb.  5 

Feb.  7 

Feb.  6 


Jan.    11 


Gold  distribution  Jan. 
Gold  for  the  Reserve  Banks  Jan. 
Gold  importation  records  Tan. 
London  Reserve  Bank  agency  Jan. 
Prof.  H.  S.  Foxwell's  letter  on  question  of  in- 
creasing gold  holding  in  Reserve  Banks  Jan. 
Statement  for  1915  and  1916  compared  Jan. 


6 
4 

FEDERAL  RESERVE  BOARD 
Reserves    (authority  over)  Feb.     6 

Senate  committee  amendments  favorable  Mar.    8 

FEDERAL  RESERVE  SYSTEM 
Growth,  of  the  Mar.    8;     July     8;     Oct     5 

Prof.    Lcscure's    article    on    Federal    Reserve 

System  Jan.     6 

FINANCIAL  CONDITIONS 


Bank  deposits 

Bank  situation 

British  loan  offered  in  Japan 

Conditions  generally 

Conditions  of  finance  in  May 

Export  financing 

Gold  shipments  to  Japan 


June 
Mar. 
Jan. 
Apr.  3 ;  Dec. 
June 
Jan. 
June 


New  York  Clearing  House  statements  for  Mar. 

24.  1917:  Dec.  30.  1916,  and  April,  1916        Apr.  3 

October  resume  Nov.  3 

Situation  in  March  Mar.  3 

Unearned  increment  Aug.  9 

FOOD  SITUATION 

American  outlook  Apr.  4 

Crops,  importance  of  Mar.  3 

Distribution  July  4 

Gard'"n  extension  work  Apr.    6",    May  8 

Inquiries  into  food  prices  Jan.  9 

Packers'  profits  Jan.  9 

Prices  commodities  demand  Apr.  4 


Month  Pace 
May  10 
9;  July  6 
Jan.  9 
Jan.  10 
Apr.  6 
Apr. 
Jan. 
May 
May 

}an. 
an. 


5 
9 
9 
9 
9 
10 


Price  fixing 

Price  rrgulation  Jan. 

Profit  figures 

Profit   regulations 

Regul.-ition  of  commodity  prices 

Remedy  to  meet  shortage 

Reports,  accessibility  to 

Saving  food 

Supply  available  Apr.    4; 

Theory   for  high  costs 

Wheat  embargo    (farmers'  response  to) 

Wheat  prices  in  the  past  Apr.  12 

FORD,  HENRY  (Also  see  Capital)  May  7 

FOREIGN  GOVERNMENT 

British  "Victory  war  loan"  Mar.  7 

Financing  in    Bond   Market  Jan.  7 
FOREIGN   TRADE 

American  trade  development  prospects  abroad     Jan.  2 

America's  leadership  responsibilities  Jan.  2 

United  States  reports  for  1916  Feb.  3 

World  needs  (our  facilities  for  supplying)  Jan.  2 

GOLD 

Abraded  gold  coin  Feb.  6 

Distribution  among  Federal  Reserve  Banks        Jan.  4 

Embargo  Oct.  5 

Gold  and  Silver  Certificates  Feb.  6 
Importations  on    British   account   since  Jan.   1, 

1917  Mar.  3 
Importation  records                            Jan.    4;    Feb.  2-3 

Production  Feb.  2 

Shipments  to  Japan  June  4 

GOVERNMENT 

Estates  tax  increase  Feb.  5 

Excess  profits  tax  Feb.  5 

Finance  Sept.  1 

Financing  Aug.  4 

Income  tax  discussion  Feb.  5 

Revenues  Feb.  5 

Treasury  disbursements  Feb.  S 

GOVERNMENT  EXPENDITURES 

Reduction  of  private  work  Nov.  2 

GRAIN 

—Jan.  3;  Mar.  4;  Apr.  4;  June  7;  Sept  1 ;  Oct.  15; 
Nov.  5 

GREENBACKS  Feb.  7 

HIGH  COST  OF  LIVING  Aug.  12 

IMMIGRATION  ACT  Mar.  5 

IMPORTS 

January,   1917,  imports  Mar.  3 

INDUSTRIAL 

Boot  and  shoe  industry  Mar.  2 

Comparative   Illustrations  June  9 

Economic  Conditions  caused  by  war  May  3 

Efficiency  July  5 

Improvement  of  Industrial   Equipment  June  9 

Increased  capacity  caused  by  war  May  2 

Management  extravagance  June  10 

Meat  packing  industry  Mar.  5 

Profits  (Disposition  of)  June  10 

Profits  (Necessity  to  progress)  Tunc  10 

Profits  of  leading  meat  packers  Mar.  6 

Progress — history  of  process  Aug.  10 

Progression  June  11 

Public  Interest  June  8 

Resume  for  1916  Jan.  3 

Service  Dept.  National  City  Bank  Sept.  6 

Steel   industry  Mar.  2 

Stimulus  given  by  war  May  2 


Textile  industry 
War  demands 
War  economy  danger 
War  preparations 


Month  Pace 
Mar.  2 
May  2 
May  3 
May     1 


INDUSTRIAL   AND   FINANCIAL   CO-OR- 
DINATION Dec.     2 

Time  a   necessary   factor  Nov.    3;     May     5 


INFLATION 


Nov.    3 


INTERSTATE  COMMERCE  COMMISSION 

Nov.    6;    Apr.    10;    Aug.  12 
Activities  Feb.     8 


INVESTMENTS 
State  of  New  York 
Erie  Canal 

JACKSONVILLE  DOCKS 

LABOR 

American  Federation  of  Labor  resolution 

Labor  and  property  rights 

Situation 

Supreme  court   investigation 

Supply,   Increasing  the 

LEATHER 

LIBERTY  LOAN 
Allotment 
Completed 

Economic  Conditions   (Effect  on) 
How  it  must  be  raised 
Investment's   merits 
Liberty  loan  Bonds  in  the  Market 
Report  of  Second  Liberty  Loan 
Second  Liberty  Loan  Oct.    6; 

Treasury  Department  Territorial  Estimate 

LITERACY  TEST 

Reasons  for  and  need  of 

LOANS 

Asia 

British  Loan 

British  loan  offered  in  Japan 

British  treasury  war  loan  total  up  to  close  of 
1916 

British  "Victory  war  loan" 

Canada 

Co-operating  for 

English  war  loans,  how  raised 

France 

German  Imperial  government  war  loan  total 
up  to  close  of  1916 

German  loans  Mar.  11; 

Government  loans  authorized  since  war  declara- 
tion 

Great  Britain 

Influence  of  government  loans 

luly 

Latin  America 

Liberty  Loan,  The  (See  Liberty  Loan) 

Loans  vs.  taxation 

Magnitude  of  war  offering 

Methods  of  payment 

Newfoundland 

Norway 

Payment  system  for  government  war  borrow- 
ings Mar.    9; 

Readiness  of  country  to  subscribe  to 

Results  of  new  British  war  loan 

Russian 

Source  of  payment 

Summarv  of  loans  for  1916 

United  States  war  loan  total  up  to  close  of  1916 


Aug.  9 
Aug.  9 

Jan.  8 


Jan.  10 

Jan.  10 

Oct.  3 

Jan.  10 

Dec.  3 

Jan.  3 


July 
July 
June 
June 
June 
Dec. 
Dec. 
Nov. 
June 


Mar.    S 


Feb. 

3 

July 
Jan. 

1 

S 

Mar. 

8 

Mar. 

7 

Feb. 

3 

Aug. 

14 

Mar. 

10 

Feb. 

3 

Mar. 

8 

July 

1 

May 

3 

Feb. 

3 

May 

12 

Feb. 

3 

Feb. 

3 

June 

2 

May 

6 

May 

4 

May 

S 

Frb. 

3 

Feb. 

3 

May 

5 

Apr. 

2 

Mar. 

10 

Feb. 

3 

May 

4 

Feb. 

3 

Mar. 

8 

Month  Pagb 


MEAT  INDUSTRY  Mar. 

Profits  of  Swift  &  Company  Mar. 

MONEY 

Authority  to  borrow  money  Apr. 

Banking  situation  Jan. 

Call  for  Gold  Certificates  Oct. 

Federal  Reserve  Oct. 

Market — Jan.    3;    Feb.    2;    May    11;  July    7;    Aug. 

Sept.    3 

New  York  Clearing  House  Statement  on  the  last 

Saturdays  of  January  1916-17  Feb. 

Supply  of  •■        Sept. 

NATIONAL  UNITY 

Disorganizing  influence  July 

Slanders — Gossip  July 

Value  of  July 

NEW  YORK  CLEARING  HOUSE  BANKS 


Statement  of  the 

PAPER  MONEY  FINANCE 

Not  money  but   Savings  wanted 

PAPER  SITUATION  (PRINT  PAPER) 

General  situation 
Increase  in  price 

PEACE  PROPOSALS 

Effect  of  peace  proposals  on  stock  exchange 


July     9 


Dec.     4 


Apr. 
Apr. 


Jan. 


PENNSYLVANIA  RAILROAD  COMPANY  Feb. 


PORTLAND,  ORE.,  TERMINALS 

POST  WAR   PERIOD 

In  the  U.  S. 

PRICES  AND  PRICE  REGULATION 
Coal — Zinc — Wheat 

Copper,   Pig  Iron  and  Taxing  Profits 
Cost  and  Profits 

Government  price  fixing  Wheat,  Coal  and  Steel 
High  prices  and  production 
Problem  of  fixing 

PRODUCTION 

Lasting  effects  upon 

PUBLIC  SPIRIT  ENTERPRISE 

RAILROADS 

American    International    Corporation's    contract 

with  the  Chinese  Government 
Authority  of  Congress 
Baltimore  &  Ohio  Railroad 
Capital  and  Labor 

Chicago,  Milwaukee  &  St.  Paul  Feb.  4; 

Congested     state 

Effect  of  peace  proposals  on  stock 
Federal   Trade   Commission  wants   Government 

to  take  over 
Financing 

Government  ownership 

Gross  Earnings  _  May   11; 

Interstate  Commerce  Commission 
Pennsylvania  Company 
Railroad  problem 
Rates 
Regulation 

Status  of  trouble  over  wages 
Supreme  Court  decision 
Transportation  defects  and  causes 
Wage  settlement 
War  organization 
Watered  stock 
Western  Pacific 


May   IS 


Oct.   12 


Jan. 

Aug. 

Oct. 

July 

Sept. 

July 

Aug. 


Aug.    8 
Aug.    9 


Jan. 

8 

Apr. 

8 

June 

9 

Apr. 

9 

Nov. 

7 

Mar. 

2 

Jan. 

1 

July 

9 

Mar. 

7 

Feb. 

8 

Oct. 

3 

Nov. 

6 

June 

9 

Feb. 

8 

Apr. 

10 

Feb. 

8 

Apr. 

9 

Apr. 

8 

Mar. 

2 

Apr. 

7 

May 

13 

Feb. 

8 

Feb. 

8 

'^ 


RAILWAY  KLKCTRIFICATION 

After  the  war 

RAILWAY  PROBLEM.  THE 

Co-ordination  instead  of  competition 
Constructive  program  wanted 
Government  ownership 

RUSSIAN  SITUATION 

SAVINGS    DEPOSITS 
Effect  of  the  2d  Liberty  Loan  on 


Month  Pace 

Nov.  10 

Feb.  8 

Dec  9 

Dec  9 

Dec  10 

July    2;    Atig.    1 


Oct.     7 


SECURITIBS 

President  L.  F.  Lorec,  president  of  the  Delaware 
and  Hudson  Company,  makes  report  on  m- 
quiry  regarding  return  of  foreign-held 
American   railroad  securities  Apr. 


SIEMS-CAREY  COMPANY 

SILVER 
General  situation 
General  situation  and  price 
Indian  Rupee 
London  quotation  rise 
September   resume 
U.  S.  Silver  Dollars 


Jan. 


Jan.    8;    Oct.  13 

Aug.  6 

Oct.  14 

Jan.  8 

Oct.  13 

Oct.  14 


SLANDERS  AGAINST  THE  ALLIES 

STEAM  POWER  DEVELOPMENT 
Types — Engines— Turbines    Boiler    and    Engine 


July    3 


efficiency.  Electric  transmission— Flexibility 
and  convenience — Source  and  distribution 
of  power  Sept. 


Mar.    2;    May    2;    July 


Jan. 
Feb. 
Jan. 
Mar. 
Mar. 
Mar. 


TRANSPORTATION 

Inland  water 

TREASURY  FINANCE 
Secretary  of  Treasury's  reports  for  1916 

UNITED  STATES  RUBBER  COMPANY 


Month  Facm 
July  10 


STEEL  INDUSTRY 

STOCK   MARKET 
Depression  in  Dec.     6 

STOCKS 

American  International  Corporation  payments 

Chicago,   Milwaukee  &   St.   Paul         Nov.    7; 

Effect  of  peace  proposals  on 

Interborough  I^pid  Transit 

Municipal 

New  York,  New  Haven  &  Hartford 

TAXATION  Sept  2 
Classes  and  effects  June  11 
Income  Tax  analysis  Mar.  4 
Loan  vs.  Taxation  May  6 
Incomes  and  Profits  May  6 
Problematic  Analysis  June  11 
Revenue  bill  favors  more  taxation  Aug.  5 
Suggested  system  of  taxation  based  upon  ex- 
penditures May  7 
War  taxation  scheme  May    8 

TAXES 

British  on  Profit*  Sept    3 

Excess  Profits  Mar.    5 

TEXTILE  INDUSTRY  Mar.    2 

TRADE  AND  CLEARINGS 

General  review  of  the  season  Mar.    3 

TRAFFIC 
Costs  Aug.  12 


Jan. 
Feb. 


WAR 

Attitude  of  country  May    1;    Apr.     1 

British  debt  Feb.     7 

British  loans  J"ly     1 

British  Tax  Sept.    3 

Council  of  Defense  June    1 

Cost  of  A"8-    2 

Crops,  importance  of  Mar.    3 

Debts  After  the  War 
Demand  for  America's  War  Products  after  the 

war 
Demands  on  industry 
Economic  tendency  caused 
Field  opened  for  constructive  work 
Finances 

Food  Productions  most  important 
Fundamental  conceptions  of  War  Tax 
General  Goethals  as  director  of  shipbuilding 
General  Situation 
German  Loans 

Industrial   conditions  after  the  war 
Lessons  of  the 
Making  losses  good 
Pope's  peace  proposal 
Peace  Proposals 
Position  of  United  States 
Preparations  for  May    1;     Apr.    2; 

President's  message  discussed 
Probable  effect  war  declaration  would  have  on 

business  interests 
Profits  in  various  lines 
Questions   at   stake   for   America   in    declaring 

war 
Railroads  organize  for  war 
Stimulus  given  industry  by  war 
Taxation 

WAR   EXPENDITURES 
Finding  $14,000,000,000 
Three  years  of  War  Financing 
Conditions  of  the  European  Banks 
Business  conditions 
Debts  after  the  war 
Period  of  Reorganization 

WAREHOUSES 

Astoria  Storage  of  Grain  Oct.  15 

Jacksonville  docks  development  Jan.  | 

Portland,  Oregon,  terminal  May  15 

WAR  SAVING  STAMPS  Dec.     8 

WEALTH  Auk-    8 

Increase  of  United  States  Wealth  May    4 


Oct.  10 

Jan.  1 

May  2 

May  3 

Jan.  1 

Feb.  7 

Aug.  3 

June  8 

June  1 

Aug.  1 

July  I 

Jan.  1 

Aug.  14 

Sept.  10 

Oct.  1 

Jan.  I 

Apr.  1 

Inne  1 

May  I 

Mar.  1 

Jan.  I 

Mar.    1 

May  13 

May  2 
June    8 


Oct  8 

Oct.  9 

Oct.  9 

Oct.  10 

Oct  10 

Oct  11 


WHEAT  MARKET 

May  resume 

Primary   market   monthly   reports    (July, 

to  April,   1917) 
Speculators'   activities 
Speculation  functions 


1916, 


June  5 

June  6 

June  5 

June  6 


WOOL 


Jan.    3;    Mar.    2 


1812 


1917 


Economic  Conditions 
Governmental  Finance 
United  States  Securities 


Peace  Proposals. 

IF  the  influence  of  peace  upon  general 
prosperity  was  to  be  judged  by  the 
effects  of  the  first  official  efforts  for 
its  restoration,  as  seen  on  the  stock 
exchange  after  the  publication  of 
the  German  Qiancellor's  proposals  and  Presi- 
dent Wilson's  communication  to  the  belligerent 
powers,  we  should  have  to  conclude  tliat  it 
would  be  very  harmful.  However,  the  slump 
in  the  market  was  anything  but  a  deliberate  re- 
appraisal of  values.  It  was  more  of  a  psycho- 
logical phenomena.  The  situation  was  inher- 
ently weak  with  a  great  amount  of  stocks 
carried  upon  margins,  brokers'  loans  being 
above  any  previous  record.  This  was  a  natural 
result  of  the  great  gold  importations,  easy 
money  and  big  earnings.  There  was  a  general 
desire  to  get  out  of  the  market  before  the  errd 
of  the  war,  and  at  the  first  sign  of  definite  de- 
velopments toward  peace  a  rush  started,  helped 
along  by  vigorous  short-selling.  The  buying 
power  of  marginal  accounts  is  very  great  in 
putting  the  market  up,  and  the  comi^ulsory  sell- 
ing out  of  these  accounts  as  margins  are  ex- 
hausted is  an  equally  great  influence  in  putting 
it  down.  The  liquidation  has  cleared  away  an 
artificial  fabric  of  support  and  improved  the 
general  financial  situation. 

The  declines  were  mainly  in  the  industrial 
stocks  in  which  speculation  has  been  active, 
railway  shares  being  affected  in  minor  degree 
and  bonds  scarcely  at  all.  In  fact  the  area  of 
serious  disturbance  was  comparatively  small 
although  the  sum  total  of  transactions  made 
another  striking  showing  of  the  magnitude  of 
the  New  York  market,  reaching  .3,095,000 
shares  on  December  21st. 

Of  course  the  war  has  made  unusual  profits 
in  many  lines,  for  it  has  created  an  enormous 
and  imperative  demand  upon  existing  means 
of  production.  To  whatever  extent  capital 
values  have  been  inflated  by  over-estimating 
the  duration  of  these  earnings,  of  course  a  re 
adjustment  would  have  to  be  made,  but  it  is 
also  true  that  a  great  many  of  these  companies 
have  made  very  substantial  additions  to  their 
assets  during  the  last  year  and  a  half.  As  a 
general   thing   the   industrial    companies   are   in 
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very  much  better  condition  than  they  were  two 
years  ago,  and  this  must  be  taken  into  account 
in  judging  the  situation.  The  railway  stocks 
have  not  been  lifted  by  the  war,  although  rail- 
way earnings  have  benefited  by  the  general  in- 
dustrial activity,  and  on  the  whole  the  stock 
market  is  probably  on  a  more  conservative 
basis  now,  assets  considered,  than  when  the 
war  began. 

After  the  War. 


The  end  of  the  war  is  not  yet  in  sight,  but  when 
it  comes  there  will  be  undoubtedly  a  letting  down 
of  this  abnormal  foreign  demand  for  our  products, 
and  a  lowering  of  prices  and  profits;  ahhoiigh 
this  may  tend  to  check  buying  for  a  time  the 
country  is  under  tremendous  momentum  and  the 
war  business  is  now  a  small  part  of  the  total. 
With  a  drop  in  prices  to  somewhere  near  normal 
levels  there  should  be  a  renewed  impetus  to  our 
industries.  Although  our  exports  will  fall  off  and 
our  imports  increase  these  changes  will  come 
gradually.  The  first  effect  will  be  a  sl^ifting  of 
the  demand  from  war  goods  to  peace  goods. 
There  will  be  an  enormous  amount  of  work  to 
be  done  in  the  world,  in  Europe  to  restore  a 
state  of  industrial  order  and  in  other  countries 
to  make  up  for  the  time  that  has  been  lost. 
There  will  be  a  great  outlet  for  our  agricultural 
implements  and  for  machinery  of  various  kinds 
to  make  up  the  loss  of  man  power.  The  ship- 
building industry  will  have  a  long  program 
ahead  of  it,  and  its  requirements  will  be  an  im- 
portant factor  in  the  steel  market.  The  rail- 
ways of  Europe  will  need  new  equipment,  and 
there  is  every  reason  to  expect  the  steel  and 
equipment  companies  to  have  plenty  of  busi- 
ness, although  the  prices  and  profits  of  war 
business  are  not  to  be  expected  and  costs  must 
be  lowered  to  correspond. 

Tht  demand  for  our  raw  materials,  such  as 
lumber  and  the  metals,  and  for  agricultural 
products,  will  be  good.  A  reduction  of  the 
number  of  meat  animals  has  occurred  in 
Europe,  which  will  require  years  to  replace,  and 
the  loss  of  horses  threatens  to  interfere  seri- 
ously with  farm  operations.  These  are  some 
of  the  prolonged  effects  of  the  war. 
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Finally,  tliere  is  work  which  ought  to  be  done 
in  tliis  country,  and  which  is  delayed  by  the 
high  costs  now  prevailing.  In  one  immense 
field  it  is  known  there  has  been  failure  for  ten 
years  to  keep  pace  witli  the  country's  develop- 
ment, and  that  is  in  the  improvement  of  railway 
facilities,  particularly  at  the  terminals.  Now 
tliat  the  advantages  of  electrical  propulsion  are 
fully  demonstrated  tlicrc  is  opened  an  enormous 
opportunity  for  construction  work  in  that  field. 
It  is  greatly  desired,  for  the  good  of  the  gen- 
eral industrial  situation  that  tlie  particular  un- 
certainties which  attach  to  railway  investments, 
by  reason  of  the  public  attitude  toward  them 
and  their  relations  witli  organized  labor,  should 
be  cleared  up,  so  that  the  great  work  of  devel- 
opment in  this  field  may  go  on.  It  means 
security  to  all  the  industries,  and  full  employ- 
ment '  for  the  wage-earners  in  the  transition 
jjeriod  following  the  war,  besides  improved 
transportation  service  and  great  economics. 
Here  is  an  opportunity  for  statesmanship 
where  great  practical  benefits  to  the  country 
are  possible. 

The  ForeitSn  Field. 

Tlie  opportunity  to  extend  American  trade 
abroad  should  be  much  better  in  the  years  fol- 
lowing the  war  than  during  the  war.  ITie  ex- 
traordinary demands  upon  us,  the  scarcity  of 
materials,  high  prices  and  general  derangement 
of  trade,  have  handicapped  new  eflforts  in  the 
foreign  field.  Moreover,  we  are  able  now  to 
enter  this  field  in  a  new  capacity,  tliat  of  an  in- 
vestor and  organizer.  The  United  States  has 
become  much  the  richest  country  in  the  world. 
Even  before  the  war  its  annual  gains  available 
for  investment  were  as  great  as  those  of  any 
three  other  countries,  and  our  pre-eminence  in 
tliat  respect  is  now  greater.  Our  steel-making 
capacity  is  equal  to  that  of  all  the  rest  of  the 
world,  and  the  same  is  true  of  our  tool-making 
and  machine-building  capacity. 

We  have,  therefore,  the  equipment  for  sup- 
plying the  very  things  which  after  the  war  all 
the  world  will  be  wanting.  There  has  never 
been  a  time  when  there  was  such  pressing  need 
for  improved  appliances  for  increasing  produc- 
tion as  there  will  be  after  the  war.  It  is  by  this 
means  that  the  wastes  of  the  war  must  be  made 
up.  We  can  go  out  to  the  undeveloped  coun- 
tries and  put  into  the  hands  of  their  people  the 
means  of  opening  new  stores  of  wealth  not  only 
for  themselves  but  for  the  common  supply.  The 
making  of  munitions,  however  profitable  and 
however  it  may  be  justified,  has  its  dark  side,  but 
there  is  no  dark  side  to  the  business  of  supply- 
ing the  implements  of  industry.  The  more  it 
prospers  the  greater  trade  tliere  will  be  for 
everybody. 


Responsibilities  of  Leadership. 

According  to  the  statistics  of  wealth  and 
the  showing  of  protluctive  powers  we  have  come 
into  a  position  of  leadership,  but  are  we  going  to 
lead  in  a  positive  sense?  Arc  we  going  to  make 
ourselves  felt  in  the  organization  and  advance- 
ment of  the  world .''  If  we  really  set  about  doing 
this,  and  have  anything  like  a  national  apprecia- 
tion of  what  we  can  do,  we  need  have  no  uneasi- 
ness about  business  opportunities  after  the  war. 
There  is  no  limit  to  the  opportunities  in  Latin 
America,  in  China,  in  Russia,  and  elsewhere. 

Leadership,  while  nominally  a  position  of 
command,  is  equally  a  position  of  service.  It 
depends  upon  ability  to  confer  benefits  upon 
those  who  acknowledge  the  leadership.  A 
creditor  nation  cannot  be  a  mere  sucker,  always 
drawing  upon  the  rest  of  the  world  to  heap  up 
wealth  at  home.  It  must  be  an  active  partici- 
pant in  affairs  beyond  its  borders.  The  wealth 
whicli  other  people  owe  must  be  left  with  them, 
or  employed  with  them,  while  they  need  it  for 
their  development.  This  is  the  policy  by  which 
Great  Britain  built  up  her  great  foreign  inter- 
ests and  by  which  Germany  so  rapidly  in- 
creased her  importance  in  world  trade  and 
finance,  and  as  an  industrial  nation. 

We  can  have  some  idea  of  the  policy  the 
people  of  this  country  should  pursue  at  this 
time  and  after  tlie  war  by  imagining  the  course 
that  a  single  large  but  harmonious  family,  whose 
membership  included  all  the  trades,  would  fol: 
low  under  similar  pressure  from  outside  for  all 
its  products.  We  can  picture  in  our  minds  the 
family  councils.  We  may  be  sure  tiiat  the  situ- 
ation would  be  recognized  as  the  opportunity 
in  a  life  time  to  improve  the  position  of  that 
family,  by  exerting  itself  to  the  utmost  to  meet 
the  demands  upon  it.  It  cannot  be  su[)poscd 
that  any  member  of  a  practical,  hard-working, 
ambitious  family  under  such  circumst.inces 
would  want  to  restrict  either  its  production  or 
sales,  or  be  willing  to  fall  short  of  his  best 
efforts,  not  merely  to  take  advantage  of  the 
opportunity  for  profit,  but  of  meeting  effectu- 
ally the  demands  upon  tlie  group.  It  is  safe  to 
say  that  whatever  tendencies  there  might  be  at 
other  times  to  personal  ease,  to  indifference  to 
family  welfare,  to  extravagance  or  to  family 
bickerings,  an  occasion  like  this  would  put  an 
end  to  them.  In  short  we  may  be  sure  that  they 
would  be  united  in  giving  tlieir  energies  to  the 
emergency  before  them. 

We  cannot  expect  all  the  people  of  a  nation 
to  have  as  intimate  a  knowledge  of  their  com- 
mon interests  as  the  members  of  a  family  have, 
but  after  all  the  analogy  is  sound,  and  the  poli- 
cies that  are  good  for  tlie  family  group  are  good 
for  the  nation  group.  There  were  never  such 
arguments  or  such  inducements  for  a  people  to 


come  to  a  good  understanding  with  themselves, 
and  to  study  their  common  interests,  as  these 
which  press  upon  the  people  of  the  United 
States  today.  We  are  passing  through  times 
when  abihty,  competency,  readiness  and  will- 
ingness to  render  service  beyond  our  borders 
counts  as  never  before,  and  will  be  compen- 
sated as  never  before. 

General  Business  Conditions. 


The  past  year  has  been  one  of  the  most  ex- 
traordinary in  the  history  of  the  country.  The 
demand  for  labor  has  constantly  exceeded  the 
supply  in  practically  every  branch  of  industry, 
and  the  competition  of  employers  has  effected  a 
constant  advance  of  wages.  In  the  steel  industry 
the  aggregate  of  advances  during  the  year  was 
thirty  per  cent,  and  they  were  almost  as  great 
in  the  other  leading  industries.  No  trouble  has 
been  experienced  to  sell  goods,  and  the  profits  of 
business  have  been,  as  a  rule,  highly  satis- 
factor)',  as  a  result  both  of  good  prices  and  of 
operations  to  capacity. 

In  the  latter  part  of  December  there  have  been 
reports  of  a  slowing  down  of  the  demand  for 
steel,  but  the  unfilled  orders  of  the  United  States 
Steel  Corporation  at  the  close  of  November  were 
at  the  highest  point  on  record,  and  a  million  tons 
above  the  figures  of  the  previous  month.  Indeed 
the  mills  are  booked  up  so  far  ahead  that  this 
fact  alone  is  sufficient  to  put  a  check  upon  new 
business. 

There  is  no  complaint  any  where  of  a  lack  of 
orders,  but   there    is    widespread   complaint   of 
car    shortage.    This    seems    to    be   the   limiting 
factor  in  the  industrial  situation. 

Exports  continue  at  a  record-breaking  rate, 
the  total  for  November  being  $517,900,000.  as 
compared  with  $327,670,353  in  November,  1915, 
and  $278,244,191  in  November,  1912,  the  highest 
November  before  the  war.  The  imports  in  No- 
vember, 1916,  were  $177,000,000,  against  $155,- 
496,175  in  that  month  of  1915,  and  $153,094,- 
898  in  November,  1912.  The  trade  balance  for 
November  was  $340,900,000,  and  for  eleven 
months,  $2,774,400,000,  which  makes  it  certain 
that  the  credit  balance  for  the  calendar  vear  will 
be  above  the  enormous  total  of  $3,000,000,000. 

The  final  government  report  on  the  1916  grain 
crops  raised  the  total  for  spring  and  winter 
wheat  to  640,000,000  bushels,  an  increase  of  32,- 
000,000  over  the  last  previous  figures,  for  which 
the  country  is  grateful.  Com  is  placed  at  2,- 
593.000,000  bushels;  oats  at  1,252,000,000 
bushels.  Wheat  broke  badly  upon  the  peace 
news,  and  has  been  off  about  50  cents  per  bushel 
from  the  highest  price  of  the  year. 

Wheat  has  been  down  about  50  cents  per 
bushel  from  the  high  price  of  the  year,  but  has 
made  a  partial  recovery. 

The  cotton  crop  has  turned  out  larger  than 
expected,  the  ginnings  to  December  13th, 
amounting   to   10,845,989   bales.     The   govern- 


ment's estimate  on  the  crop  is  11,511,000  bales, 
and  for  1915  was  11,161,000  bales.  The  price 
has  suffered  a  recession  from  about  21  cents  per 
pound  in  the  closing  days  of  November,  the 
highest  recorded  (^notations  in  forty-three  years, 
to  about  16  cents,  or  a  drop  of  approximately  5 
cents  per  pound.  The  concensus  of  market 
opinion  seems  to  be  that  there  is  cotton  enough 
to  provide  for  consumption  until  the  new  crop 
is  made,  and  present  prices  will  probably  induce 
a  large  planting. 

Cattle,  hogs  and  sheep  continue  to  command 
high  prices,  and  wool  and  hides  are  important 
commodities  on  which  there  have  been  no  reces- 
sion of  prices.  Purchases  to  clothe  the  armies 
are  the  leading  influence  upon  wool  and  leather. 
The  contract  price  of  wool  to  be  taken  from 
the  sheep's  back  next  May  or  June  is  now  close 
to  $1.00  per  pound,  clean  landed.  Leather  has 
taken  a  great  leap  in  the  last  two  months  and 
nearly  or  quite  doubled  in  price  since  a  year  ago. 

There  is  no  falling  off  as  yet  in  the  demand 
for  shoes  or  for  textiles,  as  a  result  of  the  high 
prices,  and  the  mills  and  shoe  factories  are 
working  to  capacity.  It  remains  to  be  seen 
whether  retail  distribution  will  hold  when  the 
consumers  face  the  new  prices. 

The  Money  Market. 

The  excitement  of  the  stock  market  was  not 
reflected  in  the  banking  situation.  While  loans 
upon  stock  exchange  collateral  were  high  in  the 
aggregate  they  were  amply  secured,  and  liquida- 
tion was  without  demoralization.  The  rate  of 
interest  was  scarcely  disturbed.  Undoubtedly, 
the  volume  of  collateral  loans  was  considerably 
reduced,  but  the  aggregate  loans  of  the  clearing 
house  banks  held  up  close  to  what  they  were  in 
November.  They  were  $3,357,047,000  on  No- 
vember 4th  ;  $3,370,098,000  on  December  2d,  and 
$3,344,183,000  on  December  23d. 

Since  the  flurry  in  call  rates  about  December 
1st,  money,  both  on  call  and  for  commercial 
loans  has  maintained  an  even  position,  ranging 
from  4  to  Ayi  per  cent.  The  feeling  is  that 
money  will  not,  in  the  near  future,  be  pressed 
on  the  market  as  freely  as  has  been  the  rule 
during  the  last  two  years. 

The  most  notable  feature  of  the  financial  sit- 
uation for  six  months  has  been  the  steady  move 
ment  of  reserve  money  to  the  interior,  and  that 
has  not  come  to  an  end.  Direct  shipments  by  the 
banks  have  been  large,  not  only  to  reserve  cities, 
but  to  country  correspondents.  On  November  4th 
last,  the  clearing  house  banks  of  New  York  held 
$474,675,000  in  vault  and  $229,297,000  in  au- 
thorized depositories,  chiefly  the  Federal  reserve 
bank  of  New  York.  On  December  23d,  thev  held 
$418,942,000  in  vault  and  $239,922,000  in  deposi- 
tories, and  in  the  meantime  the  importations  of 
gold  through  this  city  have  been  approximately 
$130,000,000.  All  of  the  latter  has  not  reached 
clearing  house  banks,  but  the  showing  is  remark- 


able,  particularly  as  the  cash  ho1dinfi:s  of  the  Fed- 
eral reserve  banks  have  not  increased  in  any  cor- 
responding degree.  Undoubtedly  a  very  large 
amount  of  money  has  been  taken  up  in  circula- 
tion, as  a  result  of  the  great  activity  of  trade 
and  high  prices.  A  sign  of  this  appears  in  the 
enormous  call  upon  the  Treasury  for  small  de- 
nominations. It  is  unfortunate  that  the  Federal 
reserve  notes  are  not  the  main  source  of  sup- 
ply for  this  currency. 

The  principal  items  of  the  New  York  clearing 
house  bank  statement  on  December  23,  1915,  and 
December  23,  1916,  are  shown  by  the  following 
Uble: 

1915.  1916. 

Loans    $3,211,857,000       $3,344,183,000 

Net  Demand  Deposits...  3,25.';.61 0.000  3,300. 7.S9.000 

Net  Time  Deposits 149.546.000  166.0S2.0OO 

Reserve  in  Vault 485263.000  418.942.000 

Reserve  in   Depositories.     222.203.000  239.922.000 

Excess  Reserve 145,892.000  90,064,000 

Considering  that  the  reserve  banks  still  have 
large  lending  capacity  the  reduction  of  the  sur- 
plus reserves  in  New  York  in  the  course  of  the 
year  is  not  in  itself  a  matter  of  concern  but  it 
is  very  interesting  as  showing  that  the  country 
has  more  than  absorbed  the  new  gold  supplies. 

The  Federal  Reserve  Banks. 

The  following  statement  shows  the  figures  for 
the  principal  items  of  the  combined  statement 
of  the  twelve  Federal  reserve  banks  on  December 
17,  1915,  and  December  15,  1916: 

1915  1916 

Gold  Reserve  in  Banks  . . .  .$334,887,000  $435,302,000 
Gold  with  Reserve  Agents..  187,840.000         273,274.000 

Totol  Gold  Holdings $522,727,000       $703,576,000 

Commercial   Paper   52.696.000  160.666.000 

Bonds,  Warrants,  etc 28.123.000  65.010.000 

Member   Bank   Deposits....  397.879.000  643.136  000 

U.  S.  Treasury  Depos'ts....     I.S.000.000  28.762.000 

Fed.  Res've  Notes  Outsfng.  181,362.000  289,778,000 

The  cash  reserve  against  deposits  after  set- 
ting aside  a  40  per  cent,  gold  reserve  against  re- 
serve notes  outstanding  was  90.9  in  1915  and  70.2 
per  cent,  in  1916. 

The  amount  of  earning  assets  in  the  banks  has 
materially  increased  during  the  year,  and  all  of 
them  have  bepun  dividends,  although  several 
have  considerable  arrears  to  make  up.  With 
a  continuance  of  the  present  money  market 
they  will  be  able  to  make  good  progress  in  so 
doing. 

The  cash  reserve  on  December  2,  1916,  $443,- 
209,000,  after  providing  for  the  reserve  against 
notes  was  practically  twice  the  amount  required 
to  be  held  against  deposits,  hence  there  was  a 
surplus  of  $221 ,654,000.  This  would  permit  a 
theoretical  expansion  of  note  circulation  to  the 
extent  of  about  $5.50.000.000  provided  the  ad- 
ditional issues  did  not  involve  a  loss  of  reserves. 
If  gold  was  wanted  for  export  only  the  amount 
of  the  surplus  could  be  had  from  the  banks 
without  a  contraction  of  loans,  or  creating  a 


deficit  in  the  reserves.  Here,  however,  tfie 
gold  in  the  hands  of  the  reserve  agents  would 
come  into  play.  By  substituting  commercial 
paper,  sixty  per  cent,  of  this  gold  could  be  with- 
drawn. It  appears,  therefore,  that  it  would  be 
theoretically  possible  to  release  about  $385,000,- 
000  of  gold  from  the  present  holdings  of  the  re- 
serve system,  if  the  resources  of  the  twelve  banks 
were  consolidated  and  every  bank  was  stripped 
down  to  the  limit  of  its  reserves.  Still  more 
could  be  released  by  making  the  banks  subject  to 
the  penalties  provided  for  a  deficit  in  the  re- 
reserves,  which,  of  course,  would  only  be  done 
in  an  emergency. 

While  in  case  of  emergency  the  Federal  Re- 
serve Board  would  presumably  call  upon  the  re- 
serve banks  to  support  each  other,  ordinarily  they 
must  stand  independently  and  maintain  surplus 
reserves  independently,  and  this  makes  the  re- 
serves very  much  less  effective.  The  only  bank 
upon  which  any  considerable  calls  for  gold  for 
export  are  likely  to  fall  directly  is  the  one  at 
New  York.  Settlements  for  the  whole  country 
in  the  foreign  trade  are  made  through  New  York. 
It  is  true  that  when  New  York  settles  for  other 
sections  it  must  be  reimbursed  by  them,  and 
ordinarily  no  difficulty  is  experienced,  but  if  the 
movement  should  amount  to  heavy  withdrawals  • 
of  deposits  from  New  York  in  gold,  it  conceiv- 
ably might  be  embarrassing  if  the  reserve  system 
did  not  have  the  gold  here.  For  this  reason  the 
steady  and  immense  movement  of  gold  from 
New  York  to  the  interior  is  something  to  ponder 
over  seriously.  A  movement  of  this  magnitude 
in  any  one  direction  is  so  abnormal  that  it  is 
likely  to  be  followed,  sooner  or  later,  by  a  similar 
movement  in  the  other  direction. 

The  distribution  of  gold  among  the  Federal  re- 
serve banks  during  the  past  year  is  shown  by  the 
following  table,  which  gives  the  holdings  of  each 
of  the  twelve  banks  on  December  17,  1915,  and 
December  15,  1916.  and  of  the  reserve  agents  on 
the  same  dates.    Gold  certificates  are  included: 

GOLD  AND  COLD  CERTIFICATES. 


In  the  Federal 

Wiih  Federal 

Reserve 

nanlcj 

Reserve  .'\i?eiit9 

(In  Thounands  of  Dollirs) 

(In  Thniisan( 

1i  of  Dnllara) 

Dec.  17.  1915 

Dec.  15,  1916  Dec  17.1915 

Dee.  15.  1916 

Boitoti   

$17.6.19 

J12g.60I 

$9,320 

$13,103 

Nrw    York.. 

161.711 

151.876 

85.820 

98,875 

Philadelphia.. 

16.567 

25.790 

9.160 

15,9.12 

Oev'd 

19.604 

34.267 

10.600 

10.574 

Richmond    . . 

15.515 

27.909 

8.450 

16.454 

Atlania    

8.644 

13.100 

12.700 

21.278 

Chicago    

41.380 

61.393 

4.380 

S.51J 

St.    I.noi«... 

8.9.15 

13.999 

7.9.'i0 

12.801 

MinnrapMa.  . 

6.796 

16.455 

14,000 

20.331 

Ka».  City. .. 

9.542 

23.623 

9.000 

19.777 

Dalian    

14.058 

19.540 

11.290 

23.533 

San  Fra'co. . 

14.496 

18.749 

S.I  70 

15.103 

Total $334,887  $435,302  $187,840  $273,274 

The  net  imports  of  gold  for  the  eleven  months 
ended  with  November,  as  given  out  by  the 
Treasury  department  were  $399,600,000.  The 
net  imports  for  December  have  been  sufficient  to 
raise  this  total  to  not  far  from  $.500,000,000.  and 
our  domestic  production  has  exceeded  industrial 
consumption  by  about  $60,000,000.     Of   these 


gains  the  reserve  system  has  acquired  about 
|lS7 .000,000.  The  national  banks  held  on  Sep- 
tember 12th,  tlie  latest  date  for  which  figures  are 
available,  ?529,725,000,  against  $569,363,000  on 
September  2,  1915.  This  loss  of  about  $40,- 
00U,000  has  been  due  to  the  payment  of  deposits 
into  the  reserve  banks.  The  net  gain  of  golil  in 
the  year  in  the  reserve  system,  including  member 
banks,  has  been  only  about  $147,000,000,  a  very 
unsatisfactory  showing. 

One  explanation  of  the  failure  of  New  York  to 
retain  any  of  the  gold  imported  during  the  year 
is  to  be  found  in  the  subscriptions  of  this  locality 
to  the  foreign  loans.  Our  enormous  exports  have 
originated  mainly  in  the  other  districts,  they 
have  been  paid  for  partly  in  gold  and  partly  in 
securities.  New  York  has,  doubtless,  taken  more 
than  its  proportion  of  securities,  domestic  and 
foreign,  with  the  result  that  the  interior  has  re- 
ceived more  than  its  proportion  of  the  gold. 

Financing  Our  Exports. 

The  enormous  volume  of  our  exports,  which 
made  a  new  record  in  November,  compels  un- 
remitting attention  to  the  problem  of  how  pay- 
ment is  to  be  received.  Since  the  withdrawal 
of  the  proposed  issue  of  British  Treasury  bills 
in  this  country,  in  deference  to  objections  raised 
by  the  Federal  Reserve  Board,  no  new  plan  of 
financing  has  been  proposed,  and  gold  ship- 
ments have  been  resumed  on  a  large  scale.  It 
is  understood  that  new  government  orders  in- 
this  country  will  be  restricted,  and  the  new 
British  ministry  is  expected  to  take  steps  to 
more  stringently  control  private  expenditures, 
particularly  for  luxuries  and  imported  goods. 

A  British  loan  of  100,000,000  yen  was  offered 
to  the  public  in  Japan  early  in  December  and 
readily  taken.  It  is  understood  that  payment 
is  being  made  in  exchange  on  New  York,  con- 
verting Japanese  credits  here.  This  helps  the 
situation  to  the  extent  of  $50,000,000.  The 
loan  is  in  the  form  of  three-year  Exchequer 
bonds  bearing  six  per  cent,  interest.  The 
London  Times  in  announcing  the  success  of 
the  flotation  says  that  a  noteworthy  feature  of 
it  is  the  fact  that  "no  request  for  collateral  was 
made  by  the  Japanese  syndicate  which  ar- 
ranged the  loan." 

The  circular  of  the  Federal  Reserve  Board 
upon  the  proposed  issue  of  British  Treasury 
bills  in  this  country  naturally  occasioned  great 
interest  in  London.  The  Economist  has  dis- 
cussed the  matter  temperately  and  sensibly. 
In  its  issue  of  December  2nd  it  said: 

It  has  httn  somewhat  hastily  assumed  in  many  quar- 
ters in  he  city  that  this  pronouncement  has  been  pro- 
duced by  German-American  influence;  but  in  view  of  the 
inflation  and  speculation  now  rampant  in  the  United 
Stales,  the  Federal  Reserve  Board  has  plenty  of  rea- 
son to  tell  the  banks  there  to  restrict  their  investments, 
concentrate  their  gold  in  its  hands,  and  Renerally  keep 
their  powder  dry.  Whether  the  Board's  advice  is  wholly 
louna,  time  will   show.     It  might  have  been  thought 


that,  with  a  view  to  control  of  foreifm  exchange  after 
the  war,  a  mass  of  European  obligations  falling  due 
would  have  been  a  good  asset.  America  could  have 
called  for  their  repayment  at  face  value,  but  if  she 
buys  back  her  own  securities,  she  will  have  an  asset 
saleable  only  at  a  market  price.  Perhaps  the  Board 
thinks  that  .America  already  has  enough  control  of  th^s 
kind,  and  perhaps  it  is  right.  But  whatever  the  cause  of 
this  manifesto,  and  whether  it  be  well  advi.'scd  or  no, 
it  will  undoubtedly  make  our  financing  in  New  York 
more  diflicult,  and  we  must  at  once  set  about  meeting 
this  difficulty.  Since  America  wants  gold  we  and  our 
Allies  must  find  it  and  ship  it.  and  we  must  also  pre- 
pare to  ship  securities  of  the  kind  that  the  I'ederal  Re- 
serve Board  recommends  to  investors.  Above  all,  we 
must  increase  production  and  reduce  consumption,  so 
that  we  have  to  import  less  from  America,  and  may  be 
able  to  pay  for  more  of  what  we  import  by  shipping 
goods.  If  we  set  about  these  things  seriously,  and 
make  full  use  of  our  productive  power  for  war,  instead 
of  frittering  it  away  on  unp?triotic  self-indulgence,  the 
Federal  Reserve  Board's  action  may  have  a  salutary 
eSect  on  our  financial  position. 

Reserve  Bank  Agency  In  London. 

The  action  of  the  Federal  Reserve  Board  in 
approving  of  the  appointment  of  the  Bank  of 
England  as  agent  in  London  for  the  Federal 
Reserve  Bank  of  New  York  does  not,  upon 
its  face,  have  any  special  significance  at  this 
time.  The  Federal  Reserve  Act  contemplates 
that  such  arrangements  will  be  made  in  all 
important  countries  for  the  handling  of  ex- 
change transactions  and  with  a  view  to  con- 
trolling or  modifying  the  movements  of  gold 
in  ordinary  times.  It  has  been  common  prac- 
tice for  the  central  banks  of  issue  to  have  a 
portfolio  of  foreign  bills  for  this  purpose.  The 
present  times,  however,  are  extraordinary,  and 
the  gold  movements  are  upon  a  scale  beyond 
any  ordinary  measures  of  control. 

The  newspaper  reports  from  Washington 
which  accompany  the  announcement  connect 
it  with  the  Board's  disapi)roval  of  the  British 
Treasury  bills,  as  though  it  might  be  regarded 
as  in  some  degree  compensatory,  or  serviceable 
to  the  same  end.  Mere  trading  in  foreign  ex- 
change will  have  no  effect  upon  the  situation, 
but,  of  course,  to  whatever  e.xtent  the  reserve 
banks  will  buy  and  carry  commercial  bills  on 
London  they  will  accomplish  the  same  purpose 
that  the  Treasury  bills  would  have  ac- 
complished. The  latter  were  to  be  govern- 
ment obligations,  and,  although  issued  as  a 
means  of  paying  for  purchases  in  this  country, 
would  not  have  been  directly  related  to  them 
in  such  a  way  as  to  make  them  eligible  for 
purchase  by  the  reserve  banks.  On  the  other 
hand  commercial  bills  may  be  purchased  by 
the  reserve  banks,  either  from  the  member 
banks  or  in  the  open  markets  of  this  country 
or  abroad.  The  Treasury  bills  would  have 
been  payable  in  this  country  in  terms  of  dol- 
lars, but  commercial  bills  on  London,  unless 
issued  under  special  arrangements,  will  be  in 
terms  of  sterling,  and  subject  to  any  fluctua- 
tions in  the  exchange  rate  which  may  occur  be- 
fore they  are  liquidated. 


Gold  For  the  Reserve  Banks. 

We  have  received  numerous  letters  called  forth 
by  the  discussion  in  this  publication  of  the  im- 
portance of  increasing  the  gold  holdings  of  the 
reserve  banks  and  the  means  of  doing  so.  Among 
them  is  one  from  Prof.  H.  S.  Foxwell,  of  the 
Qiair  of  Political  Economy  of  the  University  of 
London,  and  one  of  the  eminent  economists  of 
Great  Britain.    Prof.  Foxwell  says: 

Reading  the  excellent  remarks  in  your  November  cir- 
cular, especially  on  pp.  5-6  on  "How  to  Concentrate 
Gold  Holdings" — with  which,  I  may  say,  I  entirely 
agree — it  occurred  to  me  that  the  writer  might  be  inter- 
ested to  refer  to,  if  he  has  not  already  seen  it,  an  ad- 
mirable article  by  M.  Jean  Lescure,  one  of  the  ablest 
of  French  economists,  in  which  the  same  point  is  de- 
veloped. 

It  will  be  found  in  the  Revue  d'Economic  Politique 
(Paris),  the  number  for  January-February,  pp.  59-80. 
The  title  is  "La  Re  forme  du  Systeme  Bancaire  aux 
Etats  Unis." 

He  regards  the  absorption  of  gold  by  the  non-bank- 
ing Treasury  as  the  radical  weakness  of  your  system, 
and  urges,  as  you  do,  that  the  gold  should  be  bought 
for   Federal   Reserve  notes. 

In  thinking  over  this  question  of  gold  certificates,  1 
have  found  myself  in  difficulty  because  1  do  not  know  in 
what  denominations  they  are  issued  and  therefore  can- 
not judge  how  far  they  enter  into  circulation  as  freely 
as  coin  or  notes  would  do.  You  speak  of  them  as  ap- 
pearing "in  all  cash  payments  of  any  size,"  and  as  "in 
the  pockets  and  hoards  of  the  people,"  from  which  I 
gather  that  they  must  be  reasonably  small  denomina- 
tions. 

We  have  looked  up  the  article  referred  to  by 
Professor  Lescure,  of  the  Law  School  of  Bor- 
deaux, and  find  it  to  be  an  interesting  one,  de- 
scribing the  Federal  reserve  system.  While  com- 
mending it  generally,  the  audior  puts  his  finger 
upon  the  inability  of  the  reserve  banks  to  acquire 
gold  as  the  chief  point  for  criticism.     He  says: 

Will  the  Federal  Reserve  Banks  succeed  in  normal 
times  in  constituting  strong  reserves  in  gold? 

*  *  •  We  doubt  it  Will  not  the  Federal  Reserve 
Banks  have  to  raise  their  discount  at  the  slightest 
alarm,  perceptibly,  too  much  and  too  often? 

*  *  •  The  essential  fault  of  the  American  Federal 
System  appears  to  us  to  consist  in  the  insufficiency  of 
gold  reserves  which  it  will  accumulate  in  the  Federal 
Reserve  Banks,  and  in  the  impossibility  for  the  Fed- 
eral Reserve  Banks  to  play,  in  case  of  war,  the  role 
that  in  Europe  is  the  lot  of  the  central  banks.  The 
United  States  would  lack  this  marvellous  credit  instru- 
ment which  is  the  bill  at  forced  currency  issued  by  a 
large  bank  endowed,  from  the  time  of  peace,  with  a 
great  gold  reserve. 

In  fact,  the  American  monetary  organization  pre- 
sents a  difference  compared  to  the  European  circula- 
tion, which  seemed  up  to  the  present  not  to  have  drawn 
any  attention  and  which  undoubtedly  explains  this 
hiatus  of  the  American  Monetary  System,  we  were 
about  to  say,  inferiority.  In  Europe,  the  gold  market 
is  in  the  central  bank ;  in  the  United  States  it  is  in  tlie 
money  house,  that  is.  the  treasury.  While  in  Europe,  gold 
coin  and  ingots  automatically  return  to  the  Banque  de 
France,  Banque  de  Russie,  and  Banque  d'Anslcterre, 
in  the  United  States,  gold,  produced  in  enormous  quan- 
tity in  this  country  favored  by  nature,  returns  to  the 
Treasury  where  same  is  exchanged  for  gold  certi&cates. 
Anu  ui'ler  these  conditions,  gold,  represented  in  circu- 
lation by  paper,  instead  of  accumulating  in  the  vaults 
of  the  banks,  accumulates  in  the  vaults  of  the  Treasury, 
where  it  is  exchanged  for  gold  certificates.    In  Europe, 


it  would  accumulate  in  the  vaults  of  the  central  bank, 
where  it  would  be  exchanged  for  bank  notes.  But,  if 
one  remembers  lliat  the  circulation  of  gold  certificat»s 
accrued  in  1912,  fiscal  term,  $105,000,000;  that  in  the 
midst  of  the  crisis  of  1907,  the  gold  accumulated  in 
the  Treasury  in  exchange  for  gold  certificates,  amounted 
to  $670,000,000,  one  realizes  the  enormous  stock  of  gold 
which  was  unused  in  the  Treasury  by  this  system.  In 
case  of  war,  without  contradicting  the  definition  and 
appellation  of  this  certificate,  one  could  not  force  the 
currency  of  gold  certificates  and  increase  the  amount 
of  same.  Besides,  one  could  not  confine  this  metallic 
treasure  to  tlie  Federal  Reserve  Banks  in  order  to  al- 
low them  to  place  into  circulation  bills,  forced.  This 
gold  is  the  guarantee  of  the  bearers  of  gold  certificates. 
The  American  reform  therefore  should  be  completed  by 
a  law  which  would  organize  the  return  of  gold  to  the 
Reserve  Federal  Banks.  Substituting  the  Reserve  Federal 
Note  for  the  Gold  Certificate. 

From  that  day  the  United  States  might  be  considered 
as  the  most  powerful  financial  country  in  the  world,  while 
at  the  present  time  it  is  not  so  at  all.  From  that  day, 
in  fact,  the  gold  reserve  of  the  American  banks  woula 
surpass,  and  greatly  surpass,  the  gold  reserve  of  the 
most  powerful  banks  of  Europe.  Notes  secured  by  this 
deposit  would  enjoy  the  most  extensive  credit.  With- 
drawal of  gold,  even  in  considerable  amounts,  would 
have  no  influence  on  the  rate  of  discount.  And  in  case 
of  war,  the  new  note  would  constitute  an  instrument  of 
credit  of  the  first  rank  for  tlie  American  common- 
wealth. Such  is  mainly  what  is  needed  to  supplement 
the  new  legislation. 

This  criticism,  published  two  years  ago,  before 
the  heavy  importations  of  gold  into  tliis  country 
had  begun,  has  been  fully  justified  by  the  failure 
of  the  reserve  banks  to  obtain  a  due  proportion 
of  increasing  supply.  There  is  now  convincing 
proof  that  the  system  is  weak  in  this  respect.  The 
Federal  Reserve  Board  will  renew  its  late  recom- 
mendations to  Congress,  and,  we  understand, 
propose,  a  more  comprehensive  plan  of  dealing 
with  the  matter. 

Treasury  Finances. 

The  report  of  Secretary  of  the  Treasury  to  Con- 
gress, for  the  fiscal  year  ended  June  30,  1916, 
shows  receipts  into  the  general  fund,  including 
various  trust  funds,  but  excluding  postal  reve- 
nues, were-as  follows : 

Customs   $213,185,845.63 

Internal  revenue: 

Ordinary    303,486.474.04 

Emergency  taxes    84.278,302.13 

Corporation  income  tax  56.993,657.98 

Individual  income  tax  67,943.594.63 

Sale  of  public  lands   1.887,661.80 

Mint   service    4.354,613.12 

Panama  Canal  tolls  2,869,99528 

Miscellaneous   47,534,403.16 

Total   $782,534,547.77 

The  expenditures  from  the  general  fund  were 
as  follows: 

For  civil  establishment  $204,038,737.91 

For  military  establishment  122.392.362.98 

For  soldiers'  homes,  cemeteries,  etc 9,792.912.'t 

For  rivers  and  harbors 32.4.';0.3O1.5S 

For  naval  establishment  155.029.425.78 

For  Indian  service  17.570.283.81 

For  pensions   159.302.351.20 

For  interest  on  pubUc  debt 22.900,313.03 


For  Panama  Canal 17,503,728.07 

For  miscellaneous  1,016,310.50 

Total   $741,9%,726.97 

The  excess  of  receipts  over  disbursements  in 
general  fund  was  $40,537,820.80. 

For  the  fiscal  years  ending  June  30,  1917,  the 
Secretary  estimates  income  as  follows: 

1917  1918 

From    customs $230,000,000  $230,000,000 

From  internal  revenue : 

Ordinary    319,000,000  319,000,000 

Emergency  taxes   124,000,000  145,800,000 

Corporauon    income  tax....   133,000,000  133,000,000 

Individual  tax   111,750,000  111,750,000 

Panama  Canal  tolls  6,500,000  10.000,000 

Sales  of  public  lands 2,000,000  2,000,000 

Miscellaneous  sources   58,000,000  56,000,000 

Total    $984,250,000  $1,007,550,000 

Disbursements  for  the  fiscal  years  1917  and 
1918  are  estimated  as  follows: 

1917  1918 

For  civil  establishments...  $231,693,000  $240,876,000 

For  military  establishment.     307,900.000  412,869,000 

For  rivers  and  harbors....      45,000,000  38,000,000 
For      miscellaneous,      war, 

civil    7,250,000  13,194,000 

For     naval     establishment, 

exclusive  of  building....     159,965,000  150,162,000 

For  building  program,  new  ;   66,586,000  96.962,000 
For  building  program,  prior 

years    28,369,000  118,946,000 

For  Indian  service 30,000,000  28,000,000 

For  pensions  158,063,000  155,558,01)0 

For  interest   on  the  public 

debt    23300,000  23,454,000 

For  Panama  Canal  20,000,000  20,000,000 

Nat'l  bank  note  redemptions      10,000,000  10,000,000 
Miscellaneous    redemptions, 

public  debt  50,000  50,000 

Total   $1,088,176,000     $1,308,071,000 

A  deficit  is  indicated  of  total  disbursements 
over  total  receipts  of  $103,926,000  in  the  fiscal 
year  1917  and  of  $300,521,000  in  the  fiscal  year 
1918.  The  committees  of  Congress  have  the  sit- 
uation under  consideration,  and  are  expected  to 
submit  a  supplementary  scheme  of  taxation  to 
meet  at  least  a  part  of  the  required  sums,  a  sale 
of  Panama  bonds  to  cover  the  remainder. 

Bond  Market  in  1916. 

The  feature  of  the  bond  market  for  1916  has 
been  the  amount  of  financing  conducted  in  the 
New  York  market  for  the  account  of  foreign 
governments.  Although  many  foreign  issues,  in- 
cluding the  largest  single  offering  ever  made  in 
the  United  States,  the  Anglo-French  5's,  were 
brought  out  in  1915,  the  development  of  this  for- 
eign financing  and  the  education  of  our  bond 
buyers  along  the  lines  of  world-wide  investments 
have  been  greatly  extended  in  1916.  During  the 
year  $550,000,000  British  Government  Secured 
Notes,  $100,000,000  American  Foreign  Securities 
Notes  (French  Loan),  $75,000,000  Russian  Gov- 
ernment Bonds,  $75,000,000  Dominion  of  Can- 


ada Bonds,  $86,000,000  French  Municipal  City 
Loans,  $49,650,000  Argentine  Government  Dis- 
count Notes,  and  many  smaller  issues  of  the  bel- 
ligerents and  neutral  powers  have  been  sold  in 
the  United  States.  It  is  conservatively  estimated 
that  $2,175,000,000  foreign  Government  bonds, 
notes  and  short  term  credits,  financed  in  the 
United  States  since  the  beginning  of  the  war,  re- 
main outstanding  at  this  writing.  On  August  1, 
1916,  it  was  estimated  that  approximately  $1,300,- 
000,000  railroad  securities  have  been  resold  or 
pledged  under  loans  placed  in  the  United  States. 
Adding  to  these  figures  other  securities  returned 
and  tlie  continued  heavy  importations  of  gold  in 
settlement  of  our  favorable  trade  balance,  the  in- 
creased importance  of  the  United  States  as  a 
factor  in  world  finance  is  readily  recognized.  Al- 
though the  market  for  foreign  issues  during  the 
month  of  December  has  been  somewhat  unsettled, 
together  with  the  general  security  market,  never- 
theless the  high  yield  of  these  securities  and  the 
payment  in  United  States  in  U.  S.  gold,  have 
made  the  external  obligations  of  foreign  Govern- 
ments with  good  credit  a  desirable  investment  for 
our  people. 

In  comparison  with  foreign  offerings,  the  total 
of  new  domestic  loans  have  been  relatively  small. 
There  have  been,  however,  a  number  of  important 
railroad,  industrial  and  municipal  issues,  such  as : 
$80,000,000  American  Telephone  &  Telegraph 
Collateral  5%  Bonds,  $40,180,000  Chesapeake  & 
Ohio  Railway  5%  Convertible  Bonds,  $50,000,- 
000  Midvale  Steel  &  Ordnance  5%  Collateral 
Trust  Bonds,  $25,000,000  New  York  State  4% 
Bonds,  $55,000,000  City  of  New  York  4%  Cor- 
porate Stock,  $20,000,000  Armour  &  Co.  Real 
Estate  First  Mortgage  4>4%  Bonds  and  $14,- 
451,000  Delaware  &  Hudson  Convertible  5% 
Bonds. 

A  prosperous  period  of  earnings  has  greatly 
helped  the  railroad  and  industrial  companies  to 
provide  for  improvements  and  extensions  out  of 
income.  Even  short  term  obligations  that  ap- 
peared burdensome  at  the  beginning  of  the  war 
have  been  satisfactorily  provided  for  in  many 
cases.  The  year  1916  has  been  especially  favor- 
able for  the  reorganization  of  companies  which 
found  themselves  in  financial  difficulties.  Al- 
though it  has  been  necessary  for  our  home  indus- 
tries to  compete  with  the  high  yield  of  foreign 
loans,  nevertheless,  the  demand  for  domestic  se- 
curities has  been  sufficiently  strong  to  enable  the 
companies  to  arrange  for  their  requirements  on 
favorable  terms. 

The  total  bond  sales  on  the  New  York  Stock 
Exchange  for  1916  amounted  to  about  $1,150,- 
000,000,  which  is  the  largest  annual  turn  over  on 
the  Exchange  since  1909,  and  the  second  largest 
in  the  history  of  the  Exchange.  Considering 
that  these  transactions  represent  only  a  small  per- 
centage of  the  total  bond  trading  of  the  country, 
the  volume  of   investment   business   conducted 


during  the  past  year  is  easily  recognized  as  having 
been  very  large.  The  average  price  of  forty 
listed  bonds  on  December  26,  1916,  as  compiled 
by  the  IJ-'o//  Street  Journal,  was  94.97,  compared 
with  94.03  a  year  ago. 

The  rise  in  connection  with  the  large  volume  of 
trading  and  the  new  financing  conducted  in  the 
United  States  during  the  past  year  speaks  well 
for  the  power  of  absorption  by  American  inves- 
tors. 

The  market  for  municipals  has  been  very  firm 
throughout  the  year,  and  indications  point  to  an 
increasing  demand  for  this  class  of  securities. 
The  increase  in  tlic  Federal  Income  Ta.x  has  de- 
cidedly strengthened  the  market  for  municipal 
bonds. 

At  the  close  of  the  year  the  bond  market  has 
become  less  active  than  during  recent  months, 
due  to  the  violent  break  in  the  stock  market.  Our 
economic  position,  however,  remains  sound 
fundamentally,  and  warrants  the  belief  that  the 
demand  for  high  grade  bonds  will  continue  dur- 
ing the  coming  months.  On  account  of  large 
earnings,  corporations  are  accumulating  funds 
that  should  be  kept  in  liquid  form  through  the 
purchase  of  bonds  that  are  readily  saleable,  and 
individuals  are  receiving  increased  incomes  that 
will  be  available  for  safe  and  permanent  invest- 
ment. 

The  American  International  Corporation. 

The  first  payment  of  $10  per  share  upon  the 
capital  stock  of  the  American  International  Cor- 
poration was  made  on  December  15,  1915,  and 
subsequent  payments  of  equal  amount  were  made 
on  January  15,  June  9,  July  10  and  August  10, 
1916.  The  average  amount  of  capital  emi)loyed 
for  the  period  to  December  6, 1916,  was  $15,S41,- 
906.25,  and  the  earnings  above  organization  ex- 
penses and  operating  expenses  were  calculated  as 
$2,231,495.04.  The  appreciation  of  stocks  and 
bonds  acquired  is  not  included,  e.xcept  so  far  as 
they  have  been  disposed  of.  A  dividend  of  75 
cents  per  share  was  ordered  to  stockholders  of 
record  December  15,  1916. 

The  Corporation  is  interested  through  the 
Siems-Carey  Company,  a  subsidiary  organization, 
in  a  contract  with  the  Chinese  government  for  the 
construction  of  something  over  l.OUO  miles  of 
railway  in  China,  the  surveys  for  which  are  being 
made.  Negotiations  are  pending  for  a  contract 
for  dredging  a  portion  of  the  Grand  Canal,  once 
an  important  waterway,  the  service  of  which 
has  been  much  impaired  by  floods  filling  it. 

The  corporation  has  acquired  a  controlling  in- 
terest in  Carter,  Macy  &  Company,  a  long  estab- 
lished firm  in  the  tea  business,  with  olhces  in 
China,  Japan,  India  and  Ceylon.  The  business  is 
an  old  one,  affording  an  opportunity  for  the 
profitable  employment  of  increased  capital  which 
has  been  supplied. 


Investigation  is  proceeding  along  numerous 
lines  into  opi)ortunities  for  supporting  and  de- 
veloping American  interests  abroad,  which  is  the 
field  to  which  the  Corporation  is  especially  de- 
voted. 

Silver. 

The  London  quotation  upon  silver  has  risen 
from  about  32}4  pence  in  the  latter  part  of 
October  to  36ji  pence,  which  compares  with  37>i 
pence  in  May  last,  the  highest  ixjint  in  many 
years.  The  London  market  is  based  upon  silver 
925  fine,  which  would  make  36  pence  the  equiva- 
lent of  77.8  cents  for  silver  1,000  fine.  The  situa- 
tion is  strong,  owing  to  small  output  in  Mexico 
and  the  low  state  of  supplies  both  in  Qiina  and 
India.  The  demand  for  India  and  high  prices 
prevailing  last  May  started  a  considerable  move- 
ment of  silver  from  China,  and  now  that  the 
Chinese  export  season  is  on,  the  demand  is  strong 
tliere.  The  Indian  currency  reserves  are  much 
lower  now  than  a  year  ago,  while  the  currency 
issues  are  considerably  higher,  which  points  to 
a  continuance  of  government  purchases.  Our  ad- 
vices indicate  tliat  up  to  the  midille  of  October 
these  purchases  had  amounted  to  $40,000,000  to 
$50,000,000.  Currency  notes  are  used  in  India 
for  remittances  and  larger  transactions.  Pay- 
ments to  the  natives  for  labor  and  the  crops  are 
in  the  silver  rupees,  and  the  government  treasury 
must  keep  itself  in  position  to  cash  the  paper 
money.  Important  shipments  of  silver  have  been 
going  forward  from  San  Francisco  botli  to  India 
and  China. 

Present  prices  for  silver  are  very  remunerative 
to  producers,  and  the  production  of  the  United 
States  will  doubtless  show  a  new  record  for  1916. 

Jacksonville  Docks. 


We  have  made  mention  recently  of  the  impor- 
tant development  tliat  has  taken  place  in  the 
last  two  or  tliree  years  in  the  way  of  supplying 
modern  storage  and  terminal  facilities,  referring 
particularly  to  what  has  been  done  at  New  Or- 
leans, Memphis,  Atlanta  and  Seattle.  Our  atten- 
tion has  been  called  to  similar  progress  at  Jack- 
sonville, Florida,  where  by  act  of  the  legislature 
the  city  was  authorized  to  issue  bonds  to  the 
amount  of  one  and  one-half  million  dollars  for 
the  purpose  of  acquiring  sites  and  constructing 
docks,  belt  line,  warehouses,  compresses,  etc.  The 
total  number  of  acres  acquired  is  144,  fronting 
on  a  harbor,  which  is  connected  with  the  sea  by  a 
thirty-foot  channel  now  being  dredged  by  the 
Federal  government.  Two  piers,  each  1,000  feet 
long  by  260  feet  wide,  are  ready  for  business,  with 
two  steel  warehouses  800  feet  long  by  7i  feet 
wide.  The  municipal  belt  line  connects  the  ware- 
houses with  all  railways.  The  most  modern  cot- 
ton compresses  have  been  installed,  the  fire  pro- 
tection is  such  as  to  seciure  the  lowest  rates  of 


insurance,  and  facilities  of  every  kind  are  the 
best  that  can  be  provided.  The  entire  terminal, 
including  the  belt  line  and  warehouses,  is  under 
the  management  of  a  Port  Commission,  created 
by  State  law,  and  consisting  of  fifteen  citizens  of 
Jacksonville. 

We  can  only  say  of  this  enterprise,  as  of  the 
others  like  it,  that  it  represents  a  most  gratifying 
development.  This  country  has  been  slow  about 
organizing  and  providing  proper  terminal  and 
wareliouse  facilities,  but  now  that  the  movement 
is  well  started,  wc  may  expect  to  make  rapid 
progress. 

Price  Regulation. 

The  demand  for  an  embargo  on  wheat  is  less 
audible,  but  tlie  investigation  of  food  prices  and 
the  boycott  campaigns  g^  on  with  as  much 
fervor  as  though  high  prices  were  not  ruling  in 
every  field.  It  is  doubtless  well  that  there  should 
be  official  inquiries  in  order  that  the  facts  may 
be  authoritatively  stated,  but  there  are  enough 
obvious  facts  to  create  the  presumption  that  all 
food  and  materials  are  higher  for  legitimate 
reasons.  Russia  is  ordinarily  a  natural  source 
of  food  supi)lies  for  Great  Britain,  and  these  are 
largely  cut  off,  resulting  in  greater  dependence 
on  this  country  and  Canada.  Reports  to  the 
Department  of  Agriculture  show  that  on  No- 
vember 1st,  the  number  of  cases  of  eggs  in  cold 
storage  was  24.2  per  cent,  less  than  at  the  same 
date  of  1915,  and  that  the  stock  decreased  25.1 
per  cent,  in  October.  The  stock  of  butter  in 
storage  was  14.5  per  cent,  less  than  a  year  ago, 
the  stock  of  cheese  1.1  per  cent,  less,  and  of 
apples  43.7  per  cent.  less. 

In  the  discussion  of  food  prices  much  is  said 
in  haste,  without  knowledge  of  the  facts.  The 
storage  of  perishable  food  products  is  a  highly 
speculative  and  competitive  business,  involv- 
ing risk,  because  tlie  weather  is  a  large  fac- 
tor in  the  supply.  It  is  an  open  field.  Cold 
storage  warehouses  are  usually  public  ware- 
houses where  any  body  may  rent  space.  Every 
few  years  there  is  a  lot  of  newspaper  publicity 
over  money  made  by  the  storage  of  products,  but 
not  so  much  is  said  publicly  of  the  losses  that 
occur  in  the  same  business. 

When  prices  are  high  there  is  always  indigna- 
tion over  the  fact  that  products  remain  in 
storage,  but  how  high  would  prices  be  if  there 
were  no  products  in  storage?  The  fact  that 
they  are  there  is  an  influence  upon  prices,  and  the 
more  there  are  there  the  greater  the  influence. 

The  theory  of  the  critic  is  that  the  owner 
holds  to  make  prices  go  up.  but  he  usually  holds 
because  he  thinks  prices  will  go  up,  and  it  can 
hardly  be  said  that  there  is  any  moral  turpitude 
in  that.  All  commodities  are  carried  forward  in 
the  belief  that  they  will  be  worth  more  at  a  later 
date,  and  this  is  a  public  service,  because  price 


and  supply  are  thereby  equalized  throughout  the 
year.  There  is  no  better  protection  to  the  public 
than  an  open,  free  market.  Arbitrary  inter- 
ference, as  by  official  price  regulation,  is  simply 
another  risk  to  be  encountered  by  the  denier, 
which  must  be  covered  by  the  margin  of  profit. 
It  is  only  justified  in  some  great  emergency,  when 
the  risks  of  the  business  become  too  great  for 
individual  dealers  to  carry,  and  the  government 
may  properly  come  forward  and  assume  both 
risks  and  profits. 

Packers'  Profits. 


There  is  no  subject  upon  which  there  has 
been  more  persistent  misrepresentation  than 
that  of  the  profits  of  the  beef-packers,  or  "beef 
trust,"  although  the  facts  are  always  accessible 
through  the  annual  reports  of  the  packing  com- 
panies to  shareholders.  Mr.  E.  A.  Cudahy, 
president  of  the  Cudahy  Packing  Company  of 
Chicago,  in  his  report  for  the  fiscal  year  ended 
October  28,  1916,  shows  that  all  sales  amounted 
to  $133,960,986,  and  that  the  net  profits  were 
$3,011,415,  or  about  2.2  per  cent,  on  the  turn- 
over. He  says  that  of  the  sales  about  $24,000,- 
000  were  of  products  dealt  in  and  not  derived 
from  the  animals  slaughtered,  including  butter 
and  eggs,  cheese  and  cotton-seed  oil  products, 
such  as  soaps,  cleanser,  glycerine,  etc.  Upon 
dressed  beef  the  profit  during  the  year  was 
less  than  %  of  one  cent  per  pound.  Mr.  Cudahy 
says: 

In  the  marketing  of  fresh  meat  it  is  quite  impossible 
to  make  any  very  extensive  profit.  Willi  exception  of  a 
relatively  small  amount,  which  is  all  that  can  be  stored 
for  more  advantageous  marketing,  practically  all  fresh 
meat  must  be  sold  at  the  point  to  which  it  is  shipped 
for  distribution,  and  subject  to  whatever  market  condi- 
tion may  govern  at  the  time.  It  cannot  be  held  to 
await  a  more  favorable  market.  The  cured  meats  and 
other  animal  products  are  in  many  cases,  distributed 
under  our  well-known  and  well-established  trade 
brands,  and  for  that  reason  can  be  marketed  to  better 
advantage  than  fresh  meats.  There  is  a  demand  for 
hides,  cured  meats,  etc.,  from  all  parts  of  the  world, 
which  gives  us  many  channels  for  distribution,  and 
this  enables  us  to  select  the  most  favorable  time  and 
place  for  their  disposition.  In  our  operations,  there- 
fore, the  favorable  showing  made  is  due  to  a  very 
great  extent  to  our  production  and  trade  in  other 
products  than  fresh  meats. 

In  fact,  the  packers  are  practically  the  collection 
agents  of  the  farmer.  Out  of  every  dollar  taken  in 
from  the  s.Tle  of  all  products  derived  from  animals.  80 
cents  has  gone  to  the  farmer.  Out  of  the  remaining 
20  cents  of  each  dollar,  7  cents  hns  been  paid  to  the 
wage  earner.  5  cents  for  freight,  and  4  cents  for  other 
materials  needed  in  manufacturing  and  in  the  prepara- 
tion of  the  goods  for  sale,  as  for  instance,  salt  used  in 
curing,  boxes,  barrels,  tin  cans,  etc.  Out  of  the  re- 
maining 4  cents  there  have  been  paid  interest,  taxes, 
insurance,  repairs  and  all  such  items,  and  of  the  resi- 
due not  quite  2  cents  per  dollar  applies  to  the  net  profits 
of  the  company. 

These  figures  are  in  line  with  the  usual  results 
of  the  business,  as  shown  from  year  to  year  by 
other  company  reports,  and  confirmed  by  the  gov- 
ernment's investigations. 


Regulation  of  Profits. 

The  proposals  to  put  an  embargo  on  wheat  and 
to  regulate  the  prices  of  food  in  the  interest  of  the 
wage-earning  population,  bring  a  prompt  response 
from  the  farmer.  We  have  received  the  follow- 
ing letter,  presenting  a  counter  proposition : 

New  Lexington,  Ohio, 
November  27,  1916. 
National  Gty  Bank, 

Dear  Sir : — Government  supervision  of  the  profit-mak- 
ing of  corporations,  etc.,  of  the  city  so  as  to  enable  the 
farmer  to  pay  as  much  in  wages  to  his  employes  as  city 
corporations  can  pay,  would  reduce  cost  of  living  and 
that  of  all  farm  products. 

Labor  sells  its  time  to  the  highest  bidder  and  leaves 
Ae  farm.  Farm  produce,  or  food,  thereby  becomes 
short  supply,  and  therefore  high  in  price. 

In  this  there  should  be  government  supervision,  in 
the  profit  making  of  the  corporations,  and  not  in  the 
price  of  wheat. 

Supervising  and  lowering  price  of  food  cannot  in- 
crease quantity  or  food  value  of  wheat — or  any  other 
food.  Yours, 

(Signed)  FARMER. 

Large  profits  are  not  the  rule  in  the  cities. 
We  would  refer  our  correspondent  to  the  re- 
port of  the  Federal  Trade  Commission,  showing 
that  a  large  proportion  of  the  corporations  make 
no  profits  at  all.  "Farmer"  probably  has  in  mind 
such  concerns  as  the  Ford  Motor  Company,  which 
make  exceptional  profits  and  pay  exceptional 
wages.  But  the  Ford  Company  gets  its  ability  to 
pay  high  wages,  not  from  high  prices  on  its  pro- 
ducts, but  from  great  efficiency  in  production. 
It  has  been  a  leader  in  reducing  the  price  of  motor 
cars.  Shall  it  be  penalized  for  this  policy?  Shall 
we  have  an  adjustable  tax  that  will  clip  off  all 
the  additional  profits  which  any  man  can  make  by 
improving  the  methods  of  production?  Unfor- 
tunately our  correspondent  is  not  the  only  person 
who  thinks  something  of  the  kind  should  be  done. 
The  idea  is  cropping  out  everywhere,  and  dictat- 
ing much  of  our  legislation.  It  would  be  worth 
an  inestimable  amount  to  the  people  of  the  United 
States  to  understand  the  source  of  profits  and  of 
fortunes. 

A  farmer  out  in  Washington  State  is  said  to 
have  raised  on  an  18-acre  field  a  crop  of  wheat 
averaging  117  bushels  per  acre.  The  average  over 
the  United  States  is  17  bushels  per  acre.  Ed. 
Howe,  the  philosopher  of  Potato  Hill,  Kansas, 
says:  "If  that  farmer  has  a  right  to  raise  more 
wheat  than  the  average,  then  any  other  man  has 
a  right  to  prosper  more  tlian  the  average." 

This  question,  however,  does  not  concern 
merely  the  individual's  right  to  prosper.  The 
progress  of  the  community  depends  upon  the 
freedom  and  the  incentive  of  the  individual  to 
plan,  to  strive,  to  devise,  to  initiate,  to  prosper, 
and  to  use  the  fruits  of  his  prosperity  over  and 
over  in  accomplishing  greater  results  as  long  as 
he  lives. 


Ri^t  of  Labor  >nd  Property. 

Among  the  resolutions  adopted  by  the 
American  Federation  of  Labor  at  its  recent 
annual  convention  in  Baltimore  was  one  read- 
ing as  follows : 

Your  committee  would  further  recommend  that  it  be 
the  sense  of  this  convention  that  it  seems  to  be  the 
settled  purpose  of  interests  antagonistic  to  the  freedom 
of  men  and  women  who  labor  to  persuade  and  then 
use  the  judiciary  to  misconstrue  constitutional  guaran- 
ties, and  thereby  nullify  legislative  enactments  so  as  to 
leave  but  one  remedy,  and  we,  therefore,  recommend 
that  any  injunctions  dealing  with  the  relationship  of 
employer  and  employe,  and  based  upon  the  dictum, 
"Labor  is  Property,"  be  wholly  and  absolutely  treated 
as  usurpation  and  disregarded,  let  the  consequences  be 
what  tliey  may.  Such  a  decision  as  that  rendered  by  the 
Supreme  Court  of  the  State  of  Massachusetts  has  its 
roots  in  class  interests;  it  is  usurpation  and  tyranny. 
Freedom  came  to  man  because  he  believed  that  re- 
sistance to  tyranny  is  obedience  to  God ;  as  it  came  so 
it  must  be  maintained.  Kings  could  be  and  were  dis- 
obeyed, and  sometimes  deposed.  In  cases  of  this  kind 
judges  must  be  disobeyed,  and  should  be  impeached. 

The  decision  which  called  out  this  extraor- 
dinary declaration  was  rendered  in  a  case  aris- 
ing out  of  a  conflict  between  rival  labor  organ- 
izations. A  union  of  hod-carriers,  affiliated 
with  the  I.  W.  W.,  brought  an  action  in  the 
courts  of  Massachusetts  complaining  that  an- 
other union  of  hod-carriers,  affiliated  with  the 
American  Federation  of  Labor,  had  used  un- 
lawful pressure,  by  threats  of  sympathetic 
strikes  and  otherwise,  to  prevent  the  plaintiffs 
from  obtaining  employment,  and  in  some  in- 
stances had  procured  their  discharge  from  eni- 
plojTncnt.  They  asked  for  an  injunction,  and 
the  defendant  union  set  up  a  recent  state  law 
which  declared  that  the  right  to  labor  and 
to  make  contracts  to  work  shall  not  be  treated 
by  the  courts  as  a  property  right  which  can  be 
protected  by  the  injunction  process.  The  su- 
preme court  held  unanimously  that  this  act 
was  a  violation  of  the  Constitution  of  the 
United  States  and  of  the  Constitution  of 
Massachusetts.  The  ruling  is  sufficiently  set 
forth  by  the  following  extract: 

If  a  laborer  must  stand  helpless  in  a  court  while 
others  there  receive  protection  respecting  the  same  gen- 
eral subject  which  is  denied  to  him.  it  cannot  be  said 
with  a  due  recard  to  the  meaning  of  constitutional 
guarantees  that  he  is  afforded  "the  eoual  orotecfion  of 
the  laws"  within  the  Fourteenth  Amendment  to  the  Con- 
stitution of  the  United  States  and  similar  provisions  of 
our  own  constitution.  The  right  to  make  contracts  to 
earn  money  by  labor  is  at  least  as  essential  to  the 
laborer  as  is  any  property  right  to  other  members  of 
society.  If  as  much  protection  is  not  given  by  the  laws 
to  this  property,  which  often  may  be  the  owner's  only 
substantial  asset,  as  is  given  other  kinds  of  property,  the 
laborer  stands  on  a  plane  inferior  to  that  of  other  prop- 
erty owners. 

The  idea  that  there  is  any  violation  of  natural 
rights,  cr  degradation  of  labor,  in  this  decision 
will  strike  the  ordinary  reader  as  very  strange. 
The  language  of  the  resolution  would  be  more  ap- 
propriate if  the  decision  had  been  to  the  contrarj-. 
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STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  DECEMBER  22,  1916. 

(In  Thousands  of  Dollars) 


KESOLTRCES 

Gold  coin  and  certif's  Set- 
tkment  f und.  Cr.  Balances 
Gold  Settlement  I'und  .... 
Gold  Redemption  Fund. . . 

Boston 

11,552 

18,606 

50 

N.Y. 

151,752 

19,&:S 

250 

PbUa. 

14,042 

15,105 

100 

Clev'd 

15.386 
17,434 

Ricb'd 

4,665 

19,231 

221 

Atlanta 

5,555 

5,939 

303 

Cbicaeo 

28,390 

29,428 

200 

St.  Louis  M'npl's 

9,932         8,584 

3319         6,562 

104             30 

Kas,City 

5,550 

18,065 

104 

Dallas    S.Fr'sco 

4,861  ,       9305 

14,574       10,692 

62  1           10 

Total 

269,627 

178,811 

1,479 

Total  cold  reserves.. 
Lecral  tender  notes.  Silver 

30,208 
165 

171,823 
2,870 

29^47 
77 

32,865 
514 

24,117 
10 

ii,ra7 

109 

58,018 
483 

13,435 
1321 

15,176 
172 

23,719 
43 

19,500       20,007 
194             62 

449,917 
6,025 

Total  Reserves 

30373 

6,081 
10,947 

17,028 

174,698 

29324 

33379 

24,127 

11,906 

58,501 

14,756 

15,348 

23,767 

19,694  1     20,059 

435,942 

a  redemption  fund— F.  R. 

4345 
41.510 

45.855 

5,991 
13  909 

995 
9,750 

2,902 
3,404 

3366 
4,693 

3,600 
8,834 

1,460 
6,988 

1,952 
6.039 

300 

479 
4.075 

100 

845            281 
2,036       12,443 

400 

Bills  discounted,  Members 

Commercial  paper 

Bill  bousbt  in  open  market 

32.297 
124,633 

Total  bills  on  band, . 

19,900 

10,745 

6306 

8  059 

12.434 

8.448 

7991 

4  554 

2,881  1     12,729 

156,930(0 

Investment  U.  S.  Bonds. .. 
One-year  U.  S.  Treas.  notes 
Municipal  Warrants. 

1332 

1,000 

920 

1,043 
1,205 
1,750 

1,651 

1,174 

719 

7361 

618 

2,682 

1,126 

1,070 

61 

1,710 
824 
402 

8.458 
1,517 
1390 

2,203 
891 
729 

2,442 
700 
672 

11,805 

9,216 
963 
164 

14897 

4,328  !       2,634 
705  1         500 
127  1         941 

43,504 
11,167 
10,557 

Total  Eamins  Assets 

20.280 
810 

6,032 
2S 

57,520 

49,853 

23,444 

21.406 

8,563 

10,995 

23,799 

12,271 

8,041 

16,804 

222  153 

Federal  Reserve  Notes,  net 
Due  from  otber  F.K.  Banks 

net 

All  otber  resources 

12^13 

6,820 
163 

2«3,747 

337 
255 

686 

3,724 
207 

33377 

1.989 
718 

1,114 

15,020 
600 

9,494 
277 

2,071 

566 
14 

29,804 

1,599 
138 

86 
558 

2,342 

2,518 
497 

19,236 

49.318rb) 

3,503 

TOTAL  KESOURCES 

53360 

59,402 

25,608 

99.034 

36,798 

40,701 

28,479 

42,230 

750560 

uuvBri.rriES 

Capital  Paid  in 

4,990 
2365 
49,914 

ZSl 

11,914 

5320 

226,177 

136 

5,228 

3,167 

43,629 

1,154 

182 

6,022 

986 

52394 

3346 

2,663 

21,381 

3,456 

31 

2,480 

3,760 
15.780 
3,533 

55 

6,685 
2,515 
89,799 

35 

2,796 
2,665 
27,217 
4.120 

2.610 

912 

26,252 

SO 

3,070 

157 

35,484 

1,990 

2,695 

1,461 

22  822 

1.501 

3,929 

3.301 

34,938 

62 

55,765 
29,472 
6.18,787 
15,754(a) 

Government  Deposits..... 

Reserve  Deposits,  net 

Federal  Reserve  Notes-net 
Federal  Reserve  Bank 

Notes  in  circulation 

Due  to  other  F.  R.  Banks 

net 

AU  otber  UabiliUes 

782 

TOTAL  UABILITIKS 

57520 

243,747 

53.360 

59  402 

33.877 

25.608 

99,034 

36.798 

29  804 

40.701 

28,479  1     42.230 

750560 

(a)    Total  Reserve  notes  In  drcniation  275.046 

<b)    After  dedu'-tion  of  items  in  transit  between  Federal  Reserve  Banks,  49,318,  the  Gold  Reserve  asralnst  Net  deposit  and  note  Liabilities 

IS  09  8<  an-i  the  casb  reserve  is  70  It-    Cash  Reserve  aeainst  net  deposit  anJ  note  liabilities  ulter  seltinie  Uiiide  4QX  Gold  iieserve 

aeainst  nut  liabilities  on  Federal  Reserve  Notes  in  circulation  71.3*. 

Maturities  of  bills  discounted  and  loans:  within  10  days,  21,348 ;  to  30  days.  47,381 ;  to  CO  days,  49,375 ;  other  maturiUes,  33,820;  Total: 
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Federal  Farm  Land  Banks. 

The  Farm  Loan  Board,  appointed  under  the 
provisions  of  the  Federal  Farm  Loan  .^^ct,  has 
announced  the  division  of  the  country  into 
twelve  districts,  and  the  designation  of  twelve 
cities  for  the  location  of  Farm  Loan  Banks,  as 
follows : 

Distriin  No.  1— Maine,  New  Hampshire,  Vermont, 
Massachusetts,  Rhode  Island,  Connecticut,  New  York 
and  New  Jersey.  Location  of  Federal  land  bank, 
Springfield,  Mass. 

District  No.  2 — Pennsylvania,  Delaware,  Maryland, 
Virginia,  West  Virginia  and  the  District  of  Columbia. 
Land  Bank  at  Baltimore,  Md. 

District  No.  3 — North  Carolina,  South  Carolina, 
Georgia  and  Florida.     Land  bank  at  Columbia,  S.  C. 

District  No.  4 — Ohio,  Indiana,  Kentucky  and  Tenn- 
essee.    Land  bank  at  Louisville,  Ky. 

District  No.  5 — Alabama,  Mississippi  and  Louisiana. 
Land   Bank  at  New  Orleans,  La. 

District  No.  6— Illinois,  Missouri  and  Arkansas.  Land 
bank  at  St  Louis,  Mo. 


District  No.  7 — Michigan,  Wisconsin,  Minnesota 
and  North  Dakota.    Land  bank  at  St.  Paul,  Minn. 

District  No.  8 — Iowa,  Nebraska,  South  Dakota  and 
Wyoming.     Land  bank  at  Omaha,  Neb, 

District  No.  9 — Oklahoma,  Kansas,  Colorado  and 
New  Mexico.    Land  bank  at  Wichita,  Kan. 

District  No.  10— The  State  of  Texas.  Land  bank  at 
Houston. 

District  No.  II — California,  Nevada,  Utah  and  Ari- 
zona.   Land  bank  at  Berkeley,  CaL 

District  No.  12 — Washington,  Oregon,  Montana  and 
Idaho.     Land  bank  at  Spokane,  Wash. 

The  Federal  Farm  Loan  Board  will  now  ad- 
vertise for  30  days  for  subscriptions  to  the 
capital  stock  of  the  twelve  district  farm  loan 
banks.  At  the  end  of  the  period  allowed  for 
taking  up  the  stock  of  the  banks,  the  Govern- 
ment will  take  the  amount  of  unsubscribed 
stock.  The  board  then  will  appoint  five  Direc- 
tors and  the  officers  of  each  bank,  after  which 
the  banks  will  be  open  for  business. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 
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City  BanK  Service.** 


The  National  City  Company 

has  prepared  an  extensive  list  of  bonds  and  short 
term  notes  particularly  suited  to  the  needs  of  in- 
vestors at  this  period  of  the  year.  Funds  available 
for  re-investment  may  be  placed  in  securities  so  di- 
versified as  to  assure  a  maximum  of  soundness. 

The  wide  range  of  issues  now  available  will  enable 
investors  to  select  offerings  adaptable  to  their  indi- 
vidual requirements  and  yielding  a  commensurate 
return. 

January  list  offering  securities  yielding  from  2.90% 
to  7.00%,  will  be  sent  upon  request  for  circular  B-55. 


The  National  City  Company 

National  City  Bank  Building,  New  York 

CORRESPONDENT  OFHCES 

PHILADELPHIA,  PA.  BOSTON,  MASS.  CHICAGO.  ILL.  SAN  FRANCISCO.  GAL. 

142]  Chestnut  St  U  Consress  St  1ST  So.  La  Salle  St  424  Caliiornla  St 

PITTSBURGH.  PA.  ALBANY.  N.  Y.  LONDON.  ENG.  DETROIT.  MICH. 

Farmers  Bank  BIdg.  Douw  Bldg.  3  Lombard  St  Dime  Bank  Bide. 

WILKESBARRE.  PA.  BALTIMORE.  MD.  CLEVELAND.  OHIO  WASHINGTON.  D.  C. 

Miners  Bank  Bids.  Monsey  Bide.  Guardian  Bldg.  T41-15th  St  N.  W. 

KANSAS  CrrV,  MO.  BUFFALO,  N.  Y.  ST.  LOUIS,  MO. 

Republic  Bids.  Marine  Bank  Bids.  Bank  of  Commerce  Bids. 
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Economic  Conditions 
Governmental  Finance 
United  States  Securities 


General  Business  Conditions. 

THE  first  month  of  the  new  year  has 
given  good  promise  for  a  continuance 
of  prosperit)'.  The  leading  industries 
of  the  country  made  large  profits  last 
year,  and  are  in  a  very  strong  posi- 
tion financially.  Indebtedness  has  been  paid  or 
reduced,  working  capital  has  been  increased, 
capacity  has  been  enlarged  and  efficiency  im- 
proved by  expenditures  in  many  instances  long 
contemplated  and  finally  made  possible  by  the  un- 
usual earnings.  Collections  have  been  exception- 
ally good,  and  the  bank  clearings  for  the  month 
have  been  about  one-third  larger  than  for  the 
same  month  last  year,  which  were  record  figures 
at  that  time.  The  outlook  for  business  is  excel- 
lent, with  bookings  of  firm  orders  sufficient  to 
assure  general  industrial  activity  well  into  the  last 
half  of  the  year.  It  is  noteworUiy  that  machinery 
manufacturers  in  all  lines  are  full  of  orders  and 
receiving  more,  showing  that  the  industries  are 
still  intent  upon  increasing  capacity. 

Factors  in  the  Situation. 

The  talk  of  peace  has  had  less  effect  upon 
trade  than  upon  the  stock  market,  but  this  does 
not  signify  that  the  probable  effects  of  peace 
upon  industry  are  disregarded.  It  is  accepted 
as  a  matter  of  course  that  a  considerable  read- 
justment of  prices  will  be  necessary  and  the 
demoralizing  influence  of  falling  prices  are 
fully  appreciated.  Nobody  wants  to  have  any 
more  goods  on  hand  when  the  decline  comes 
than  are  absolutely  necessary,  and  manufac- 
turers arc  buying  materials  and  dealers  are 
buying  stock  with  that  thought  uppermost, 
but  current  trade  is  on  the  largest  scale  ever 
known  and  provision  must  be  constantly  made 
for  it.  There  is  not  as  much  excitement  in  the 
markets  as  there  was  a  year  ago  at  this  time, 
when  there  was  considerable  overbuying,  but 
staple  goods  are  moving  satisfactorily  and 
prices  arc  sustained. 

The  most  talked  of  factor  in  the  situation  is 
the  car  shortage,  or  rather  the  general  inade- 
quacy of  transportation  facilities,  which  results 
less  from  an  actual  shortage  of  cars  than  from 
inability  to  keep  the  traffic  moving  freely.  An 
enormous  amount  of  inconvenience  and  loss 
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has  been  experienced  all  over  the  country,  and 
while  a  year  ago  a  similar  state  of  congestion 
was  attributed  to  a  lack  of  ships  at  the  Atlantic 
ports,  in  recent  weeks  ships  have  been  held 
under  demurrage  charges  waiting  for  the  de- 
livery of  loaded  cars.  The  situation,  instead 
of  being  a  temporary  and  passing  one,  seems 
to  be  due  to  the  unparalleled  expansion  of  in- 
dustry, which  has  produced  a  volume  of  freight 
beyond  the  loading,  unloading  and  warehous- 
ing facilities  of  the  public,  and  the  switching 
and  terminal  facilities  of  the  railways.  The 
railways  have  been  ordering  new  cars  freely  of 
late  but  it  is  doubtful  whether  a  mere  increase 
of  cars  will  give  relief.  The  situation  requires 
comprehensive  treatment,  and  illustrates  again 
that  the  most  important  feature  of  the  Ameri- 
can railway  problem  is  always  the  making  of 
adequate  provision  for  the  growing  traffic. 

The  report  of  the  Committee  of  the  Foreign 
Trade  Council  upon  the  amount  of  reconstruc- 
tion work  to  be  required  in  Europe  after  the 
war  submits  estimates  aggregating  approxi- 
mately $6,000,000,000.  This  includes  factory 
equipment  as  well  as  buildings  and  public  im- 
provements. The  larger  part  of  this  expendi- 
ture will,  of  course,  be  made  locally  for  labor, 
but  lumber  and  machinery  will  be  wanted  from 
the  United  States,  and  the  demands  upon  the 
industries  of  Europe  will  affect  their  competi- 
tion with  American  industries  in  other  mar- 
kets. 

Importance  of  the  Crops. 

Great  importance  will  attach  to  the  crops 
of  the  coming  season.  If  they  are  fortunately 
abundant,  the  costs  of  living,  now  oppressively 
high,  will  be  reduced,  and  the  entire  industrial 
situation  correspondingly  relieved.  It  is  as- 
sumed as  a  matter  of  course  that  the  farmers, 
being  fully  as  much  interested  as  anybody  in 
large  crops,  will  exert  themselves  to  the  utter- 
most, and  that  the  rest  hangs  upon  the  favor 
of  Providence,  but  when  so  much  depends  upon 
a  good  outcome  it  is  not  out  of  place  to  sug- 
gest that  every  public  and  private  agency 
which  can  give  aid  to  the  farmer  should  fee!  an 
obligation  to  do  so.    It  is  particularly  desirable 
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that  every  locality  should  so  far  as  practicable 
make  itself  independent  in  such  food  supplies 
as  it  can  produce.  It  is  usually  the  case  that 
a  one-crop  region  can  grow  a  moderate  variety 
of  foodstuffs  with  labor  that  would  otherwise 
count  for  but  little,  and  if  more  attention  was 
given  to  making  each  section  self-supporting 
in  this  respect,  the  net  results  the  country  over 
would  be  very  important. 

There  never  was  greater  encouragement  to 
the  farmers  to  do  their  utmost  for  the  produc- 
tion of  a  large  yield.  The  country  will  be 
swept  practically  bare  of  all  grain  before  an- 
other crop  is  harvested.  The  accumulations  of 
wheat  from  the  big  crops  of  1914  and  1915  will 
all  be  gone,  and  the  same  will  be  true  of  com  and 
food  stuffs  generally.  Cattle  have  been  sacrificed 
freely  rather  than  feed  them  corn  worth  nearly 
$1.00  per  bushel.  Live  ho<j:s  have  been  sellinj)^  this 
month  on  the  Montreal  market  above  $14  per 
hundredweight,  and  in  the  principal  markets  of 
this  country  at  $11.50  to  $12.00.  The  stocks  of 
cotton  will  be  low  and  whctlicr  war  or  peace  is  to 
rule  next  year,  a  good  crop  of  that  staple  will  be 
wanted.  The  farmers  of  tlie  United  States  have 
a  great  opportunity  before  them  this  year;  the 
situation  is  such  that  they  can  hardly  fail  of  good 
prices  for  every  product. 

The  metals  are  stronger,  particularly  lead  and 
silver.  The  latter  is  up  close  to  the  high  mark 
made  last  May,  the  main  influence  being  pur- 
chases in  London  for  India,  coupled  with  the 
decline  of  the  Mexican  production.  A  consider- 
able quantity  of  silver  has  been  exported  from 
China  to  India,  and  general  trade  conditions 
have  been  adversely  affected  by  this  move- 
ment, and  by  the  high  prices  for  commodities 
which  high  priced  silver  entails. 

Building  operations  reached  record  propor- 
tions in  1916,  and  at  present  the  outlook  is  for 
another  equally  active  year.  The  prices  of  all 
building  materials  are  very  firm  or  still  tend- 
ing upward. 

The  Money  Market. 

Following  the  pronouncement  of  the  Federal 
Reserve  Board  against  an  issue  of  British  Treas- 
ury bills  in  this  countr)',  gold  shipments  to  New 
York  for  the  purpose  of  creating  credits  were 
resumed  on  a  large  scale,  the  imports  for  the 
month  of  December  aggregating  $158,375,045. 
As  the  movement  from  this  city  to  the  interior 
ceased  about  the  first  of  the  year,  and  as  there 
has  been  a  considerable  return  flow  since,  the 
net  result  has  been  to  create  the  largest  reserves 
ever  held  here.  The  change  in  the  situation  since 
call  money  touched  15  per  cent.,  early  in  De- 
cember, has  been  phenomenal. 

The  principal  items  of  the  New  York  Clearing 
House  statement  on  the  last  Saturdays  of  Jan- 
uary, 1916  and  1917,  are  as  follows: 


Jan.  27, 1917  Jan.  29, 1916 

Deposits $3,767,409,000  $3,523,185,000 

Loans  3,473.979,000  3,273,000,000 

Cash  in  vault 550,945.000  525.749,000 

Reserve  in  depositories       262.662.000  232,138,000 

Excess  reserve 191,383,610  177,801,740 

The  figures  for  the  Federal  Reserve  Bank  of 
New  York  for  corresponding  dates  are  as  fol- 
lows: 

Jan.  26, 1917  Jan.  28, 1916 

Deposits  $249,745,000  $201,098,000 

Discounts 29,106,000  10,663,000 

Investments 5,667,000  7,060,000 

Cash  reserve  204,352,000  175,386,000 

Notes  in  circulation..         88,563,000  69,055,000 

Gold  with  agent 107,490,000  94,240,000 

The  year  starts  out  with  money  much  the 
cheapest  commodity  or  form  of  capital  in  sight, 
and  if  the  business  community  attempts  to  use 
these  abundant  supplies  the  effect  will  be  to  lift 
wages  and  the  prices  of  all  materials  still  higher. 
Already  complaints  are  coming  from  manufac- 
turers that  profits  are  being  curtailed  by  rising 
costs,  and  some  people  who  were  perfectly  sure 
a  year  ago  that  the  country  could  not  have  too 
much  gold  are  now  not  so  sure  upon  that  point. 
The  circle  of  rising  wages  and  prices  narrows  as 
it  moves  upward,  because  everybody's  income 
and  purchasing  power  does  not  increase  in  the 
same  proportion,  and  prudent  men  hesitate  to 
make  capital  invcstinents  on  an  inflated  basis. 
The  statements  of  country  banks  show  that  they 
have  more  deposits  than  they  have  use  for  in 
their  own  localities.  Their  reserves  are  more  than 
twice  the  legal  requirements,  and  notwithstanding 
the  transfers  to  the  reserve  banks  during  the 
past  year  they  have  more  now  remaining  with 
their  old  reserve  agents  than  tliey  ever  had  with 
them  before. 

There  never  was  a  clearer  case  of  a  country 
gorged  with  money.  The  situation  is  about  the 
same  in  the  Scandinavian  countries,  but  there  it  is 
on  a  comparatively  small  scale,  more  easily  com- 
prehended, and  the  importation  of  gold  has  been 
either  prohibited  or  penalized.  Persons  who 
iiave  credits  abroad  are  told  not  to  bring  gold 
home,  but  to  either  bring  commodities  which  will 
relieve  the  stress  of  high  prices,  or  invest  their 
capital  abroad.  When  every  available  man  and 
machine  is  already  at  work,  what  more  can  be 
done  with  money?  It  becomes  a  stimulus  to  in- 
flation instead  of  an  aid  to  industry. 

Business  has  been  so  good  during  the  past  year 
that  a  great  many  producers  have  accumulated 
large  profits  and  are  more  independent  of  bor- 
rowing facilities  tlian  heretofore.  They  are  con- 
servative about  dividends,  and  intend  to  keep 
themselves  forehanded.  At  present  they  are 
needing  more  liquid  capital  than  ever  before  to 
handle  current  business  on  account  of  the  high 
prices,  but  as  the  crest  of  the  industrial  boom 
passes  and  prices  begin  to  subside,  it  will  appear 
that  a  great  surplus  of  money  exists  in  this 
countr>'. 


Under  the  circumstances  money  promises  to  be 
in  abundant  supply,  but  if  bankers  have  a  proper 
regard  for  their  responsibilities  it  will  not  be 
correspondingly  cheap.  The  tendency  to  ex- 
pansion is  beyond  the  control  of  the  Federal 
Reserve  Banks,  because  the  member  banks  have 
little  occasion  to  use  their  services,  and  it  rests 
with  the  banks  doing  business  directly  with  the 
public  to  hold  the  country  to  a  conservative 
course.  Compensatory  rates  for  money  and 
ample  reserves  should  be  consistently  ipaintained. 

How  much  more  gold  will  come  to  us  we 
cannot  tell,  but  doubtless  it  will  continue  to  come 
unless  we  lend  credit  to  effect  the  trade  settle- 
ments. There  is  no  sign  of  an  exhaustion  of  the 
foreign  stocks,  and  the  world  outside  of  the 
United  States  is  producing  gold  from  the  mines 
at  the  rate  of  about  $400,000,000  per  year,  of 
which  $300,000,000  is  from  British  and  Russian 
territory.  The  medium  of  payment  which  best 
suits  our  circumstances  is  short  obligations  which 
will  give  a  call  on  Europe  for  gold  in  the  period 
following  the  war.  Upon  this  students  of  the 
subject  are  generally  agreed. 

Trade  Balance  and  Exchanges. 

The  balance  in  favor  of  the  United  States  in 
foreign  trade,  including  exports  and  imports  of 
silver,  for  the  calendar  year  1916,  was  $3,127,- 
516,344.  Merchandise  imports  increased  $620,- 
000,000  and  merchandise  exports  $1,939,000,000 
over  the  calendar  year  1915,  when  the  balance 
was  $1,795,189,082.  We  have  become  so  ac-« 
customed  now  to  enormous  figures  that  we 
scarcely  realize  how  abnormal  these  are,  or  what 
a  problem  they  present  in  the  exchanges.  For- 
eign loans  excluding  renewals  were  placed  in  this 
country  during  the  year  to  the  amount  of  $1,217,- 
464,764. 

The  net  importation  of  gold  was  $529,951,671. 
According  to  the  definite  records,  therefore, 
there  remained  about  $1,380,099,909  to  be  set- 
tled otherwise.  The  interest  and  dividend  pay- 
ments upon  American  securities  held  abroad, 
are  a  smaller  factor  than  formerly,  and  offset 
more  or  less  completely  by  similar  items  com- 
ing to  us  on  account  of  foreign  securities  now 
held  in  this  country.  The  earnings  of  foreign 
shipping  have  been  very  large  during  the  past 
year,  and  we  have  had  to  settle  for  the  freights 
on  imports.  Remittances  to  friends  have  prob- 
ably amounted  to  an  important  sum,  but  there 
is  little  available  basis  for  an  estimate.  American 
banks  have  probably  increased  their  balances  or 
loans  in  London  during  the  year,  but  the  chief 
element  in  balancing  the  account  has  undoubtedly 
been  the  sale  in  this  market  of  American  securities 
for  account  of  foreign  owners. 

One  way  or  another  the  payments  involved  in 
this  huge  account  have  been  made.  It  has  been 
accomplished  mainly  through  London,  and  sterl- 
ing exchange  during  most  of  the  year  has  been 


closely  held  around  $4.76  for  demand  and  cables. 
Gold  has  been  forthcoming  wherever  necessary, 
but  the  visible  stock  of  gold  in  the  Bank  of 
England  is  higher  now  than  a  year  ago.  It  is 
known  tliat  much  of  the  importation  on  London 
account  has  come  from  the  current  production 
of  mines  in  the  British  colonies,  but  doubtless 
the  reserves  of  the  London  joint  stock  banks 
have  been  drawn  upon,  and  the  Bank  of  France 
is  understood  to  have  made  contributions. 

The  British  Government  has  continued  the 
mobilization  of  foreign  securities  owned  by  its 
citizens,  and  after  first  offering  compensation 
for  their  use  under  a  loan  agreement,  and  then 
levying  a  discriminatory  tax,  it  has  now  given 
notice  that  steps  will  be  taken  to  commandeer 
them.  A  large  amount  of  securities,  either  pur- 
chased or  borrowed  by  the  government,  has  been 
transferred  to  the  United  States  and  is  available 
here  as  a  means  of  supporting  sterling  exchange. 

French  exchange  has  been  within  narrow 
limits  of  late,  at  about  5.83^  for  cables  and 
5.84^  for  checks.  Italian  exchange  has  been 
unsettled  and  lower  within  the  last  week,  at 
about  7.16  for  cables  and  7.17  for  checks. 
Roubles  have  been  lower  at  about  28^  to  28f^. 
The  Holland  and  Scandinavian  exchanges  have 
been  steady  at  a  little  above  par. 

Exchange  on  Berlin  and  Vienna  has  been  un- 
s^nled  and  affected  by  the  discussion  over  peace. 
Early  in  the  month  marks  were  quoted  at  71  >4 
for  cables,  and  on  the  18th  there  were  transac- 
tions at  68>^,  since  when  the  quotations  have 
moved  up  to  69 >4.  Kroners  have  moved  in 
sympathy  with  marks  and  are  now  quoted  to  be 
at  11.05,  cables. 

Foreign  Loans  in  I9I6. 

The  list  of  foreign  loans  publicly  offered  and 
placed  in  the  United  States  during  the  year  1916, 
according  to  our  records,  were  as  follows: 

GREAT  BRITAIN. 

Two-year  6%  Collateral $250,000,000 

Thrfc-Fivc  year  8'/,%  Collateral 300,000.000 

S%    Bankinf  Credit   (Renewed   in  June,   ISIO)....  60.ono.000 

Metropolitan  Water  Loan 6,400.000 

City  of  Dublin J.flofl.ooo 

Wheat    purchase    credit 25.oon.000 

$633,400,000 
FRANCE. 

Three  year  5%  eol.  notes $100,000,000 

Commercial  credit    50,0nn.000 

Three,  nonbrieht   credits 45,noo.O00 

FIrown    Ilros.   CrediU   (replacing  $20,000,000) 25.000.000 

City   of    Paris 60.000.000 

French    Municipals    86,000,000 

$306,000,000 
RUSSIA. 

Three  year  0</,%    Bonds $80,000,000 

One  year  8%  Treasury  Notes  (Renewed  in  1016)..  11.000.000 
Five  year  &'/,7o   Bonds 25,000,000 

$86,000,000 
ITALY. 
One  year  6%   Notes— Extended  in  IS16 $25,000,000 

CANADA. 

Five-ten-fifteen  year   8%    Bonds $75,000,000 

Provincial,  municipal  and  corporation  Loans 101.1)43.764 

$176,943,764 
NEWFOUNDLAND. 
6%  three  yeu  Bonds $6,000,000 


LATIN  AMERICA. 
Ar««fit)t»>— 

OiaRmnt   notes tt*,000,000 

"            "      1<,&00.000 

"            "      &,IM),000 

"      Rcmml    16,800.000 

$M.4M).000 

Sin   Panlo  C'f   fS.&no.OOO 

Chilr   Itank   Ixwn t.Oon.OOO 

Vtlpaniw  Water  Loan 471,000 

Anto(a(Ut*  Ry.  Nolo t,000.000 

•  14.971,000 

Urncuay   V\n  Contract $S  OOO.oOO 

^         One  year  Note* «.500.000 

Bofota  City  A.ooo.ooo 

f(7,471,00O 
ASIA. 

China— Canal  I-oan   »4.noo.0O0 

•%  Govt.  Loan — China 6,000,000 

NORWAY. 
Scren  year  t'§  15,000,000 

SUMMARY. 

Great    nritain    t«3S.400.000 

France »0«.0ou.oa0 

RuMia    gg.oon.ooo 

luly     t.'S.OOP.OOO 

Canada    17«.9IS.7»4 

Newfoundland &,OIH).0<IO 

Other    South    America 17.471.000 

Artentine   ««.4S0.0O0 

China   9,000,000 

Norway 5,000.000 

$l,340.«n4,7(l4 
Leas  renewals 1S*.800.000 

tl,«17.484,7«4 

The  total  of  all  foreign  loans,  publicly  offered, 
placed  in  this  country  since  the  beginning  of  the 
war,  according  to  our  record,  is  $2,214,517,375, 
of  which  $173,350,000  have  been  paid  off  or 
refunded,  leaving  $2,041,167,375  outstanding  at 
the  close  of  1916. 

Bond  Market. 

Several  large  bond  issues  and  other  important 
corporate  financing  were  announced  in  tlic  first 
month  of  the  new  year.  The  United  Kingdom  of 
Great  Britain  and  Ireland  has  sold  to  a  strong 
banking  syndicate  its  third  secured  short  term 
loan  issued  in  this  country.  The  present  issue  is 
for  $250,000,000  bearing  Syifo  interest.  $100,- 
000,000  payable  February  1,  1918  and  $150,000,- 
000  February  1,  1919.  The  notes  are  convertible 
at  any  time  before  maturity  into  20-year  5^2% 
bonds  of  Great  Britain  and  Ireland,  payable  Feb- 
ruary 1,  1937  and  not  subject  to  prior  redemp- 
tion. The  principal  and  interest  of  the  notes  and 
of  the  bonds  into  which  they  may  be  converted 
are  payable  in  New  York  in  U.  S.  gold  or  in  Lon- 
don in  sterling  at  the  fixed  rate  of  $4.86j^  to  the 
pound,  without  deduction  for  British  taxes.  The 
notes  are  secured  by  stocks,  bonds  or  other  se- 
curities having  an  aggregate  market  value  of 
120%  of  the  notes  issued.  The  securities  pledged 
are  composed  of  American  securities,  including 
those  of  the  Canadian  Pacific  Railway  Company, 
securities  of  neutral  countries  and  of  dominions 
of  the  United  Kingdom  of  Great  Britain.  The 
notes  are  being  offered  on  a  6%  basis  for  both 
maturities.  Considering  the  value  of  the  col- 
lateral pledged,  the  convertible  privilege,  the  high 


credit  of  the  issuing  government  and  the  payment 
of  the  principal  and  interest  in  the  United  States, 
these  notes  are  regarded  as  one  of  the  most  de- 
sirable short  term  investments  in  the  present 
market. 

The  United  States  Rubber  Company  has  sold 
to  New  York  bankers  a  new  issue  of  $60,000,000 
First  and  Refunding  30  year  5%  bonds.  These 
bonds  were  offered  to  the  public  at  96J4  and  in- 
terest to  yield  about  5.21%.  The  Company  in  the 
last  few  years  has  planted  a  large  number  of  rub- 
ber trees  on  its  plantations  in  Sumatra  and  will 
therefore  enjoy  a  very  favorable  position  in  re- 
gard to  its  raw  material. 

The  Central  Argentine  Railwav  has  sold  to  a 
group  of  New  York  bankers  $15,000,000  10-year 
6%  convertible  notes  to  retire  an  equal  amount 
of  notes  maturing  in  London.  This  Company  was 
organized  in  1863  and  now  operates  about  3,300 
miles  of  road.  The  notes  arc  convertible  after 
one  year  into  the  Company's  ordinary  shares  at 
par.  The  Company  is  one  of  the  best  managed 
and  most  profitable  of  Argentine  Railways,  en- 
joying excellent  credit.  Sixty-eight  per  cent,  of 
the  Central  Argentine's  capitalization  is  composed 
of  capital  stock  giving  the  Company  a  very  sound 
financial  structure.  The  new  convertible  notes 
have  not  yet  been  offered  to  the  public. 

The  Qiicago,  Milwaukee  and  St.  Paul  Railway 
Company  has  also  sold  to  New  York  bankers 
$25,000,000  of  its  General  and  Refunding  Mort- 
gage bonds.  The  present  issue  will  bear  interest 
at  the  rate  of  4j/^%  and  has  been  sold  to  provide 
funds  for  future  capital  needs,  including  furtlier 
electrification  of  the  Pacific  extension.  Tlie  St. 
Paul  system  in  recent  years  has  taken  an  ad- 
vanced position  in  electrifying  its  line  and  at 
present  has  420  miles  successfully  operated  by 
electricity.  St.  Paul  bonds  have  long  been  a 
favorite  with  conservative  investors  and  the 
present  issue  has  been  eagerly  sought  at  the  offer- 
ing price  of  96^  yielding  4.68  per  cent. 

The  Pennsylvania  Railroad  Company  will  ask 
its  stockholders  at  the  annual  meeting  to  be  held 
March  13  to  approve  an  increase  of  $75,000,000 
in  the  authorized  indebtedness  of  the  company. 
It  is  announced  that  this  increase  will  enable  the 
company  to  issue  either  general  mortgage  bonds 
or  capital  stock  that  has  heretofore  been  au- 
thorized, as  may  be  necessary  to  provide  for  the 
company's  capital  requirements  in  the  near  fu- 
ture, including  maturing  obligations. 

The  general  level  of  bond  prices  continues  to 
hold  firm.  The  average  price  of  forty  listed  bonds 
as  compiled  by  the  Wall  Street  Journal  was  96.11 
January  26th  compared  with  94.97  December 
26th.  The  advance  has  been  especially  notice- 
able in  railroad  issues.  Sales  on  the  New  York 
Stock  Exchange  continue  fairly  active  in  about 
the  same  volume  as  in  December,  but  consider- 
ably below  November  and  October. 


Government  Revenues. 

The  disbursementss  of  the  Treasury  from 
July  1,  1916,  to  January  26,  1917,  exceeded  re- 
ceipts by  the  sum  of  $147,641,40870,  and  the 
worst  for  the  fiscal  year  is  yet  to  come.  The 
cash  balance  in  the  Treasury,  which  on  Janu- 
ary 26th  was  $92,762,206,  is  more  than  offset 
by  the  sums  which  are  subject  to  the  drafts  of 
disbursing  officers  and  the  amount  held  for 
the  redemption  of  national  bank  notes. 

It  is  evident  that  more  money  must  be  pro- 
vided, either  by  taxation  or  loans,  and  the 
majority  party  has  determined  in  caucus  to 
employ  both  methods.  The  new  taxation  pro- 
posed consists  of  an  increase  in  the  present 
levy  upon  estates,  which  is  calculated  to  yield 
about  $22,000,000,  and  an  excess  profits  tax 
which  is  to  consist  of  eight  per  cent,  upon  the 
net  income  of  all  corporations  and  partnerships 
in  excess  of  eight  per  cent.  This  tax  is  a  leaf 
out  of  the  emergency  legislation  of  the  nations 
at  war.  It  is  calculated  to  yield  about  $226,- 
000,000.  The  Secretary  of  the  Treasury  is 
authorized  to  dispose  of  the  Panama  Canal 
bonds  remaining  unsold,  $231,000,000,  and  to 
sell  $100,000,000  of  a  new  issue  of  bonds  bear- 
ing 3  per  cent,  interest,  besides  which  the  limi- 
tation upon  the  issue  of  3  per  cent,  certificates 
of  indebtedness  is  raised  to  $300,000,000.  Al- 
together, these  resources  are  estimated  as 
making  $889,000,000  available. 

In  the  discussion  which  preceded  the  caucus 
a  lowering  of  the  limit  for  incomes  subject  to 
the  regular  income  tax  appeared  to  have  some 
consideration,  but  the  caucus  measures  adopted 
by  a  vote  of  1 11  to  13  gives  no  place  to  it.  The 
avowed  reason  for  this  policy  is  that  the  busi- 
ness interests  of  the  country  were  responsible 
for  the  agitation  for  "preparedness,"  and  should 
be  made  to  pay  the  cost.  The  obvious  answer 
to  this  plea  is  that  if  these  expenditures,  in- 
cluding the  cost  of  maintaining  the  troops  on 
the  Mexican  border,  are  not  in  the  interest  of 
the  whole  country,  they  ought  not  to  be  made, 
and  if  they  are  in  fact  proper  legislation  for 
the  national  defense  there  can  be  no  justifica- 
tion for  putting  them  entirely  upon  a  few 
people,  or  a  limited  section  of  the  country.  It 
is  right  that  taxes  should  be  levied  with  proper 
regard  for  ability  to  pay,  but  people  who  have 
incomes  exceeding  $2,000  per  year  can  afford 
to  pay  some  share  of  all  taxation,  and  in  the 
interest  of  good  government  it  is  best  that 
they  should  have  a  direct  interest  in  all  pro- 
posals for  taxation. 

There  will  be  less  objection  to  the  new  taxes 
among  those  who  pay  them  than  to  the  spirit 
in  which  they  are  levied.  There  is  an  evident 
assumption  in  some  quarters  that  they  will 
come  out  of  New  York,  and  the  other  large 
cities,  and  that  nobody  else  will  suffer.  Of 
course,  this  is  a  mistaken  notion.     The  sec- 


tions which  are  said  to  be  exempt  are  con- 
stantly looking  to  New  York  for  capital  for 
their  development,  and  any  reduction  in  the 
capital  fund  by  which  the  progress  of  the  coun- 
try is  financed  retards  the  growth  in  which  all 
are  interested. 

Federal  Reserve  Amendments. 

The  Federal  Reserve  Board  has  submitted  to 
the  appropriate  committees  of  Congress  certain 
recommendations  for  amendments  to  the  Federal 
Reserve  Act,  and  bills  have  been  introduced  in 
both  houses  in  conformity  thereto. 

In  the  main,  these  recommendations  are  in  line 
with  the  arguments  which  have  been  offered  in 
this  publication  upon  the  desirability  of  concen- 
trating a  larger  share  of  the  gold  stock  of  the 
country  in  the  reserve  banks,  where  it  will  serve 
either  as  a  basis  for  domestic  credit,  within  the 
discretion  of  the  reserve  authorities,  or  as  a  fund 
from  which  gold  may  be  drawn  for  export  as 
occasion  requires.  The  effectiveness  of  the  re- 
serve system  is  very  largely  in  its  psychological 
influence,  and  this  will  be  greatly  enhanced  by  the 
presence  of  a  stock  of  gold  which  beyond  all 
question  is  sufficient  to  meet  any  possible  demands 
upon  it.  There  are  wide  differences  of  opinion  as 
to  how  much  gold  will  be  wanted  for  export  after 
the  wLr ;  it  depends  largely  upon  how  much  more 
comes  to  us  before  tlie  war  ends,  and  upon  various 
other  factors,  indeterminable  with  any  degree  of 
accuracy  at  this  time.  It  is  inevitable  that  there 
should  be  apprehension  on  the  subject,  and 
important  that  they  be  as  completely  allayed  as 
possible. 

The  Dual  Organization. 

At  present  the  gold  held  by  a  reserve  agent 
against  notes  outstanding  is  treated  as  having 
practically  accomplished  the  redemption  of  the 
notes,  and  neither  the  gold  nor  the  notes  appear 
in  the  balance  sheet  of  the  bank.  It  is  in  this 
respect  the  dual  organization  of  the  Bank  of 
England,  but  illogically  so,  because  in  the  case  of 
the  latter  new  issues  are  permitted  only  against 
gold,  while  with  our  reserve  system  only  a  40 
per  cent,  gold  reserve  is  required,  and  it  need  not 
be  in  the  hands  of  the  reserve  agent.  The  com- 
mercial paper  held  by  the  reserve  agent  is  treated 
as  collateral,  and  included  in  the  balance  sheet  of 
the  bank.  There  is  no  good  reason  for  this 
difference  between  the  treatment  of  the  paper  and 
gold  in  the  hands  of  the  agent.  Both  are  a  form 
of  collateral,  pledged  specifically  for  the  security 
of  the  notes,  and  both  should  be  mcluded  in  the 
statement  of  assets  with  the  notes  included  in 
liabilities.  The  statement  would  then  be  com- 
parable to  that  of  the  Bank  of  France,  Bank  of 
Germany,  Bank  of  the  Netherlands,  and  others. 

The  present  division  of  the  gold  reserves  de- 
prives them  of  their  full  value.  There  is  no  real 
distinction  between  the  notes  outstanding  against 


gold  in  the  hands  of  the  reserve  agents  and  notes 
outstanding  against  gold  in  the  vaults  of  the  bank, 
and  the  bank  will  redeem  either  from  its  vault 
holdings. 

The  Board  recommends  this  change,  and  that 
the  reserve  agent  be  authorized  to  issue  the  re- 
serve notes  directly  against  deposits  of  gold,  but 
the  House  Committee  has  voted  against  it.  The 
Advisory  Board  supports  tlie  proposal. 

Change  in  Reserves. 

A  further  and  important  change  is  proposed  in 
the  reserve  requirements.  At  the  last  session  of 
Congress  an  amendment  was  secured  giving  tlic 
member  banks  discretion  to  keep  in  the  reserve 
banks  any  part  of  the  reserve  moneys  which  they 
had  been  previously  required  to  keep  in  their  own 
vaults.  This  was  for  tlie  purpose  of  increasing 
the  gold  holdings  of  the  reserve  banks,  but  as  the 
requirements  of  the  law  as  to  vault  cash  had  been 
no  greater  than  what  bankers  usually  thought 
necessary,  the  results'of  the  amendment  were  not 
important.  There  is  a  growing  feeling  that 
something  more  should  be  done  to  forward  the 
concentration  of  gold,  and  sentiment  has  rapidly 
developed  in  favor  of  making  reserve  notes  good 
in  the  reserves  of  member  banks.  Opposition 
exists,  however,  and  the  reserve  board  is  under- 
stood to  be  divided  on  the  subject,  and  out  of  this 
situation  has  developed  a  compromise  proposi- 
tion. 

The  Board  recommends  that  member  banks  be 
required  to  keep  five  per  cent,  of  their  demand  de- 
posits on  hand  in  any  form  of  cash,  which  would 
include  Federal  Reserve  notes  and  national  bank 
notes,  but  would  reduce  by  this  amount  the  pres- 
ent total  requirements,  and  provide  that  nothing 
else  shall  count  as  reserve  excepting  credit  at  a 
reserve  bank.  The  House  Committee  has  voted 
to  make  no  requirement  as  to  vault  reserves  or 
till  money,  but  fixing  the  reserve  required  in  re- 
serve banks  as  proposed  by  the  Reserve  Board. 

The  Advisory  Board  has  recommended  that 
the  allowance  for  till  money  shall  be  not  less 
than  six  per  cent,  of  demand  deposits,  and  it  is 
believed  that  even  this  will  be  small  for  many 
banks  which  are  obliged  to  provide  cash  for  im- 
portant pay  rolls,  and  also  for  banks  which 
are  located  at  a  distance  from  a  Federal  reserve 
bank.  Such  banks  of  course  may  carry  what 
till  money  they  require,  but  it  will  be  a  hard- 
ship not  to  have  it  count  in  their  reserves.  It  is 
proposed  to  have  the  final  transfer  of  reserves  to 
the  Federal  reserve  banks  take  place  at  once,  in- 
stead of  in  November  next,  and  to  this  there  is 
general  assent 

Authority  Over  Reserves. 

Another  recommendation  by  the  Reserve  Board 
is  that  it  be  granted  authority,  in  its  discretion,  to 
require  an  increase  in  the  statutory  roerves  of 
the  member  banks,  to  not  exceeding  20  per  cent.. 


such  an  order  to  apply  alike  to  all  banks  in  a  given 
district.  It  is  not  clear  that  there  is  any  necessity 
for  this  change.  The  Board  now  has  authority 
over  the  discount  rate,  which  in  all  countries  is 
considered  a  satisfactory  agency  for  the  control 
of  reserves.  The  system  is  new,  and  yet  has  tlie 
task  of  winning  over  to  membership  the  great 
body  of  state  banks  and  trust  companies.  Changes 
of  this  character  in  the  law  are  calculated  to  cause 
bankers  to  hold  ofl  from  joining,  to  see  what  else 
will  follow,  and  how  all  the  new  proposals  will 
work.  If  the  program  for  the  increase  of  the 
gold  stock  in  the  reserve  banks  is  carried  out,  the 
reserves  of  the  member  banks  will  be  ample. 

The  Advisory  Board  has  acted  unfavorably 
upon  this  recommendation,  and  the  House 
Committee  has  voted  it  down. 

Abraded  Gold  Coin. 

There  is  in  the  hands  of  the  banks  and  in  circu- 
lation, particularly  on  the  Pacific  Coast,  a  con- 
siderable amount  of  gold  coin  which  has  been 
outstanding  for  many  years,  and  is  worn  down 
below  the  weight  at  which  it  is  a  legal  tender  for 
its  face  value.  The  Treasury  will  only  receive  it 
at  a  discount,  and  as  the  average  man  is  unwilling 
to  bear  the  loss  simply  because  he  happens  to  be 
the  last  holder,  it  avoids  Treasury  offices,  and 
continues  to  circulate  by  public  tolerance  at  full 
value.  All  countries  have  had  situations  of  this 
kind,  and  the  only  remedy  for  them  is  by  having 
the  government  assume  the  loss  for  a  limited 
period  in  order  to  bring  its  coin  up  to  standard. 
If  an  act  was  passed  making  such  coin  receivable 
at  the  treasury  for  six  months  at  its  face  value, 
it  would  pour  in,  and  if  payment  was  made 
through  the  reserve  banks,  it  would  probably  re- 
sult in  a  considerable  increase  of  their  gold 
holdings. 

Gold  and  Silver  Certificates. 

For  many  years  gold  certificates  were  not  issued 
in  denominations  of  less  than  $50,  and  down  to 
about  ten  years  ago  they  were  not  issued  in  de- 
nominations of  less  than  $20.  The  law  does  not 
require  their  issuance  in  denominations  under  $50, 
but  as  the  demand  for  small  notes  has  increased 
with  the  growth  of  population  and  business,  the 
silver  certificates  and  United  States  notes  have 
been  steadily  reduced  to  fives,  twos  and  ones,  and 
the  tens  and  twenties  have  been  supplied  in  gold 
certificates.  It  is  mainly  in  these  denominations 
that  the  gold  certificates  have  entered  into  circula- 
tion. If  they  were  converted  into  larger  denom- 
inations, and  their  place  in  circulation  filled  by 
Federal  reserve  notes,  tlie  general  plan  of  ac- 
cumulating gold  would  be  forwarded. 

The  silver  certificates  and  silver  dollars  are  now 
an  anomalous  element  in  our  monetary  system. 
They  were  issued  in  an  effort  to  maintain  silver 
as  standard  money,  and  tliat  effort  has  been 
abandoned,  leaving  us  with  an  over-valued  cur- 


rency  which  is  not  expressly  convertible  into  the 
standard  money  in  which  international  payments 
are  made.  The  saving  feature  of  the  situation  is 
that  the  country  has  grown  until  they  are  prac- 
tically all  serviceable  and  needed  as  change 
money.  Before  many  years  they  can  all  be  ab- 
sorbed as  one  dollar  bills,  and  scattered  from  one 
side  of  the  country  to  the  other  they  are  not  likely 
to  give  much  trouble.  The  logical  thing  to  do 
would  be  to  limit  their  legal  tender  character  to 
payments  not  exceeding  $50  or  $100.  This  would 
make  them  definitely  a  token  currency,  and  dis- 
pose of  the  idea,  still  more  or  less  current  abroad, 
that  obligations  in  the  United  States  are  subject 
to  payment  in  silver. 

Clearing  House  Settlements. 

The  statute  books  still  carry  a  memento  of  the 
silver  controversy  in  the  form  of  an  act  passed 
in  1882  providing  that  no  bank  should  be  a  mem- 
ber of  a  clearing  house  association  in  which  gold 
and  silver  certificates  were  not  acceptable  in  the 
settlement  of  balances.  Mr.  Pierre  Jay,  Federal 
Reserve  Agent  at  New  York,  in  a  recent  address, 
took  occasion,  in  describing  the  clearing  system  of 
the  Federal  reserve  banks,  where  all  settlements 
are  in  gold,  to  urge  that  in  order  to  support  the 
reserve  banks  properly,  all  settlements  between 
them  and  local  clearing  house  associations  should 
be  in  gold.  The  New  York  reserve  bank  is  known 
to  have  suffered  no  little  annoyance  from  the  fact 


of  the  Federal  reserve  system  look  forward  to 
the  time  when  Federal  reserve  notes  will  con- 
stitute the  only  form  of  paper  currency  in  the 
country.  Whatever  profit  there  may  be  in  supply- 
ing the  currency  would  still  find  its  way  to  the 
Treasury  through  the  excess  profits  of  the  reserve 
banks,  and  a  single  style  and  form  of  paper  money 
is  preferable  to  the  variety  we  now  have.  The 
function  of  issuing  and  redeeming  paper  money 
in  the  various  denominations  is  more  con- 
veniently and  certainly  discharged  by  the  bank- 
ing system  tlian  by  the  Treasury.  The  govern- 
ment should  arrange  with  the  reserve  banks  to 
assume  responsibility  for  the  redemption  of  the 
greenbacks,  turning  over  to  them  the  $150,000,- 
000  gold  reserve  and  making  settlement  by  some 
form  of  obligation  for  the  remainder. 

Mr.  Jay,  in  the  address  referred  to  above, 
pointedly  said  that  "the  government  is  the  worst 
kind  of  an  agency  to  maintain  a  non-gold  cur- 
rency on  a  parity  with  gold,"  and  recalled  the  ex- 
periences of  1893-6  and  of  1914.  It  usually 
happens  in  a  financial  crisis  that  public  revenues 
fall  off  and  the  Treasury  is  not  only  unable  to 
help  itself,  but  is  an  element  of  weakness  in  the 
general  situation. 

The  latest  Treasury  statement,  showing  the 
various  paper  constituents  of  our  complicated 
currency  system  and  the  denominations  of  paper 
money  outstanding,  is  of  interest  in  this  con- 
nection, and  given  below : 


PAPER  CURRENCY  OUTST^^NDINO  DECEMBER  30,  1916 

Dcnofninatioos. 

United  State* 
Notes 

Tr«wtiry 
Notes  o{  1890 

Federal 

Reserve 

Notes 

Federal 

Keserva 

Bank  Notes 

National 
Bank  Notes 

Gold 

Certificates 

Silver 
Ccrtificales 

Total 

$1,814,755 

1,356,443 

242,064.505 

74,182,^16 
6.481,972 
1,590,825 
2.462.300 
2,593,000 

15,125,000 

$343,929 
211.671 
495,460 
558,750 
249,190 
9,900 
101,100 

■"■  74,666 

$342,099 

163,410 

112,159,765 

310,959,940 

239,189,160 

29.292.850 

36,249,200 

88,000 

21,000 

.$217,911,838 

66.914.949 

181.116.842 

9.754,991 

9,642,600 

■7.676.660 

297,120 

17,000 

16,000 

$220,412,621 
68,646,473 
640,711,642 
916,907,587 
656,630,726 
114,438,790 
147,752,070 
29,209,000 

Two    dollars    

$i62,896,576 

99.767,200 

74,266,500 

9,893,800 

13,286,200 

$1,978,566 
5,736,650 
4,110,880 

$415,947,840 

322,690,424 

65,974,755 

95.356,150 

26,511.000 

122.461.500 

124.685.000 

883,260,000 

Twpnty  dollars   

Fifty   dollars    

One    hundred    dollars. . 

One    thousand    dollars. 

137  697  500 

Five    thousand    dollars. 

124  685,000 

10.000 

883,270,000 

Fractional    parts    ...... 

55,726 

55,726 

Total    

347,681,016 

1,000,000 
3,409,462 

2.044,000 

300,110,270 
■  ■2,a>2,945 

11,826,030 

728,521,150 

2,056,886,669 

493,348,000 

3,940,417,135 
1,000,000 

Deduct: 

Held    in    Treasury... 
Held  by   Federal   Re- 

8.8ia 

61.535 

18,007,794 

134,810,040 
262,046,600 

16,552,387 

176,942,975 
262,046,600 

Rcdecinrd      but      not 
assorted       by      de- 

1,695,910 

1,695.910 

H«T     

341,271,554 

2,035,188 

298.017,325 

11.764,495 

708,817.446 

1,660,030,029 

476,795,613 

3,498,731,650 

that  it  has  been  obliged  to  receive  large  amounts 
of  non-gold  currency  from  the  New  York  Gear- 
ing House,  while  compelled  to  settle  with  other 
reserve  banks  in  gold. 

The  Qreenbacks. 

The  Reserve  Board  has  made  no  proposal  as  to 
the  greenbacks,  probably  preferring  to  first  ac- 
complish the  program  considered  immediately 
pressing.    But  it  may  be  assumed  that  the  friends 


War  Finances. 

Since  the  4^4  per  cent,  loan  of  June,  1915, 
the  British  Treasury  has  confined  its  borrow- 
ing at  home  to  Exchequer  bonds  running  not 
over  five  years,  Treasury  bills  and  various  other 
forms  of  short-terin  obligations.  During  the  past 
month  it  has  brought  out  a  new  long-term 
loan,  unlimited  in  amount,  and  into  which  the 
4^  per  cent,  loan  and  short-time  obligations 


are  convertible.  The  Government  has  given 
variety  to  this  offering  by  allowing  the  in- 
vestor to  bargain  for  exemption  from  tlie  in- 
come tax  if  he  has  apprehensions  of  higher 
exactions  from  this  source,  and  by  several  in- 
novations that  are  calculated  to  stimulate 
interest. 

The  regular  issue  is  at  5  per  cent.,  price  95, 
due  date  June  1,  1947,  redeemable  at  the  option 
of  the  Government  at  the  end  of  12  years. 
The  yield  is  5|4  per  cent.  This  issue  is  sub- 
ject to  tlie  income  tax.  As  an  alternative  the 
subscriber  may  take  a  bond  free  from  the  in- 
come tax,  paying  4  per  cent.,  issued  at  par, 
due  October  15,  1942,  redeemable  after  12  years. 
The  yield  of  the  regular  issue,  after  paying  the 
present  income  tax  is  £4,  2s.  3d.  to  the  £100. 

For  the  first  time  a  sinking  fund  is  set  up. 
One-eighth  of  1  per  cent,  of  the  face  of  the 
loan  is  to  be  set  aside  monthly  until  £10,000,000 
is  accumulated,  to  be  used  in  purchasing  the 
bonds  whenever  they  fall  below  the  issue  price. 
Tlie  fund  is  to  be  replenished  in  the  same 
manner. 

Foreign  and  Colonial  holders  will  not  be 
liable  to  British  taxation. 

The  loan  will  close  February  16th.  No  rights 
of  conversion  in  any  future  loan  are  attached. 

The  discount  rate  of  the  Bank  of  England, 
which  has  been  six  per  cent,  since  last  July,  has 
been  reduced  to  5^. 

The  British  Debt. 

The  London  Times  gives  the  following  state- 
ment of  the  British  Government  debt  as  of 
December  31,  1916. 

Table  of  British  Government  Debt. 

2H%  Consols  £280.466.000 

2^%  Annuities  2,709,000 

2'/!%  Annuities  21,639,000 

3^%  War  Loan,  1914 62.774,000 

4'/2%  War  Loan,  1915 899,997,000 

3    %  Exchequer  Bonds  (repayable  1920)  21,660,000 

5  %  Exchequer  Bonds  (repayable  1919- 

1921)   333,515.000 

6  %  Exchequer  Bonds  (repayable  1920)  169,204,000 
Treasury  Bills  (repayable  at  intervals  this 

year)     1,115,043.000 

War  Savings  Certificates  (repayable  1921)  41,500,000 

War  Expenditure  Certificates  (repayable 

1918)    29,857,000 

In  addition  to  the  above  there  were  the  loans  raised 
in  the  United  States  (amounting  in  all  to  il61,370,000), 
"other  debt"  £83,466,000,  Ways  and  Means  advances 
il41, 1.56.000,  "other  liabilities"  £82,850,000,  and  the 
book  debt  to  the  Banks  of  England  and  Ireland  £13,- 
646,000,  making  a  grand  total  of  £3,461,852,000. 

Converting  the  grand  total  into  dollars  at 
$5  to  the  pound  sterling,  the  amount  is  $17,- 
309,260,000.  Making  the  conversions  in  the 
same  manner,  the  net  borrowings  in  the  nine 
months  to  December  31,  1916,  were  $6,820,455,- 
640,  and  the  net  borrowings  during  the  war 
to  the  same  date  were  $14,167,992,675.  Out  of 
this,  however,  approximately  $3,800,000,000 
has  been  loaned  to  the  colonies  and  allies,  and 


are  counted  as  investments  which  offset  the 
sales  of  American  securities  and  borrowings  in 
this  country. 

American  International  Corporation. 

The  London  Statist  of  January  6th,  1917, 
after  reviewing  at  length  the  report  of  the  first 
year's  operations  of  tlie  American  International 
Corporation,  makes  the  following  closing 
comment : 

With  the  important  organization  and  resources  of  the 
National  City  Bank  and  allied  interests  the  potentialities 
are  indeed  very  great.  The  American  International 
Corporation  promises  to  be — if,  indeed,  it  has  not  al- 
ready achieved  tiiat  position — one  of  the  largest  and 
most  important  financial  corporations  in  the  world ;  and 
from  what  has  already  been  done  it  is  evident  that  the 
United  States  has  already  entered  upon  a  new  chapter 
in  its  financial  history,  indicating  that  the  transforma- 
tion from  a  position  of  financial  provincialism  to  that 
of  internationalism  has  already  begun  and,  indeed,  is 
already  well  advanced. 

The  Railway  Problem. 

The  Congressional  Joint  Committee  of  which 
Senator  Newlands  is  Chairman,  has  had  its  life 
extended  to  next  December.  The  main  purpose 
for  which  this  committee  was  appointed  was  to 
make  a  thorough  study  of  the  present  system 
of  public  control,  and  determine  whether  by 
changes  in  the  organization  of  the  Interstate 
Commerce  Commission,  greater  concentration  of 
authority  in  the  Commission,  or  by  other  means, 
the  details  of  regulation  can  be  managed  more 
effectively,  and  the  business  of  transportation 
put  upon  a  more  certain  and  satisfactory  basis. 

The  Committee  is  also  directed  to  inquire  into 
the  advisability  of  government  ownership. 

The  representatives  of  the  railways  advise  that 
the  companies  be  re-incorporated  under  Federal 
Charters,  and  tliat  the  task  of  regulation  be  taken 
over  completely  by  the  Federal  government,  in 
order  that  tliey  may  be  freed  from  tlie  costly 
and  often  conflicting  supervision  of  numerous 
states.  They  have  also  suggested  that  the  func- 
tions of  the  Interstate  Board  be  divided,  making 
the  present  Board  a  strictly  judicial  body,  and 
establishing  a  new  body  to  be  charged  with  in- 
vestigation of  complaints,  and  the  prosecution  of 
actions.  They  argue  that  the  functions  of  prose- 
cutor and  judge  should  not  be  consolidated  in 
one  group  of  men. 

The  Inter  State  Commission  is  confessedly  a 
greatly  over-worked  body.  The  task  of  deal- 
ing with  all  the  actions  which  come  before  it 
is  beyond  the  physical  capacity  of  seven  men, 
even  though  the  work  be  carried  on  by  subdivision 
to  the  extreme  extent,  and  the  work  of  investiga- 
tion be  delegated  largely  to  subordinates.  Some 
means  of  strengthening  the  Commission,  or  of 
relieving  it  of  a  part  of  the  work  must  be  found, 
and  one  plan  is  by  the  institution  of  subordinate 
regional  boards  to  have  jurisdiction  over  sec- 
tions of  the  country,  the  present  Board  to  be 
the  supreme  court  of  the  system. 


The  question  of  public  supervision  over  the 
issues  of  stocks,  bonds  and  other  obligations 
is  involved  in  the  proposal  for  exclusive  Federal 
supervision.  A  number  of  the  states  now  re- 
quire that  all  such  issues  shall  be  approved  by 
the  State  Commissions,  but  the  same  proposition 
when  submitted  to  the  authorities  of  different 
states  is  approved  in  some  and  rejected  in 
others,  or  made  subject  to  varying  conditions. 
The  railway  companies  do  not  object  to  this 
supervision,  but  want  to  deal  with  one  public 
authority  in  all  matters  which  affect  their  status 
as  interstate  carriers. 

Importance  of  Better  Understanding:. 

The  railway  officials  who  are  presenting  the 
companies'  side  of  the  case  are  hopeful  that  as 
a  result  of  the  inquiry  there  will  be  a  better 
public  understanding  of  the  difficulties  which  are 
perplexing  railway  managers,  and  a  disposition 
to  treat  the  whole  problem  as  one  of  vital  public 
concern.  It  is  not  merely  a  matter  of  passing 
judgment  upon  railway  administration  in  the 
past  and  of  determining  what  treatment  the 
roads  are  entitled  to  in  view  of  their  past  de- 
serts and  offenses.  The  main  question  relates 
to  the  development  of  railway  service  in  the 
future.  The  railway  system  of  the  United 
States  is  not  completed  and  never  will  be.  Its 
expansion  depends  upon  capital  supplied  by  in- 
dividual investors,  who  naturally  compare  the 
opportunities  for  investment  in  railways  with  the 
opportunities  offered  in  other  lines  of  business. 
An  amount  of  new  capital  exceeding  all  the  net* 
earnings  of  the  roads  has  to  be  found  annually  in 
order  to  keep  the  properties  up  to  the  growing 
needs  of  the  country,  and  unless  this  flow  of  new 
capital  is  regularly  kept  up  the  service  will 
deteriorate  and  the  embarrassment  and  cost  to 
the  country  will  be  a  very  serious  matter.  It  is 
therefore  highly  important  from  the  public  side 
of  the  question  that  the  status  of  private  capital 
in  railway  property  shall  be  determined  upon  a 
fair,  just  and  mutually  satisfactory  basis. 

In  recent  years  most  of  the  money  which  has 
gone  into  railways  has  been  borrowed,  either 
upon  bonds  or  promissory  notes.  The  public  has 
been  willing  to  lend  money  upon  a  security  which 
came  ahead  of  all  stock,  but  it  has  not  been  dis- 
posed to  buy  stock.  This  is  not  a  healthful 
tendency,  for  the  companies  are  becoming  top- 
heavy  with  indebtedness.  Unless  a  due  proportion 
of  capital  is  invested  in  ownership,  borrowing 
ability  will  be  impaired. 

Notwithstanding  the  great  expenditures  made 
since  1900  by  several  leading  companies,  the 
task  of  planning  and  equipping  the  roads  for 
the  future  appears  more  urgent  than  at  any  time 
in  the  past.  The  congestion  at  terminals  within 
the  last  year  has  shown  that  plans  must  be  made, 
looking  far  into  the  future  and  requiring  im- 
mense sums  of  money.  Moreover,  there  is 
special  reason,  from  a  public  standpoint,  why  this 


work  should  be  promptly  commenced.  It  can 
be  made  to  give  employment  to  our  industries  in 
the  period  of  relaxation  which  sooner  or  later 
will  follow  this  war  boom,  and  that  in  itself  is 
a  matter  of  great  importance. 

Watered  Stock. 

Every  time  the  question  of  compensation  upon 
railway  investments  comes  up  the  issue  is  clouded 
by  the  claim  that  there  is  a  great  amount  of 
"water"  in  the  stocks  outstanding  and  that  no 
compensation  should  be  allowed  except  upon 
capital  actually  invested.  The  idea  is  widely 
prevalent  that  there  is  but  little  of  invested  value 
behind  railway  stocks,  and  the  whole  subject  has 
been  unfairly  represented. 

The  total  capital  obligations  of  all  the  rail- 
ways on  June  30,  1915,  was  $19,719,863,944,  of 
which  stock  amounted  to  $8,635,319,368,  and 
funded  debt  to  $11,084,574,576.  This  includes 
the  holdings  of  railway  treasuries  of  stock  and 
bonds  of  subsidiary  and  affiliated  lines,  the  earn- 
ings upon  which  go  to  pay  interest  and  dividends 
on  their  own  securities.  The  amount  of  stock 
paving  dividends  in  the  above  fiscal  year  was  $5,- 
219,846,562. 

A  larger  part  of  this  stock  has  been  paid  for  in 
cash  to  the  treasuries.  There  are  no  figures  for 
the  exact  amount,  but  the  Pennsylvania  Rail- 
road has  never  issued  any  stock  except  for  cash 
or  property  regarded  as  a  cash  equivalent.  It 
has  issued  its  own  stock  to  pay  for  certain  sub- 
sidiary lines  acquired,  but  these  issues  are  not 
a  large  factor  in  the  total.  It  has  sold  important 
amounts  of  stock  at  a  premium,  a  notable  in- 
stance being  the  issue  of  $100,000,000  some  years 
ago  at  a  premium  of  20  per  cent.  Moreover, 
while  paying  only  moderate  dividends  it  has  de- 
voted important  amounts  to  improvements  which 
may  be  fairly  regarded  as  contributed  by  the 
shareholders.  The  New  York  Central  has  sold 
important  amounts  of  stock  at  a  premium,  and 
in  recent  years  it  has  been  the  common  practice 
to  issue  railway  stocks  for  equivalent  values  only. 

The  most  flagrant  instances  of  stock  inflation 
in  recent  years  have  been  failures.  It  is  so  gener- 
ally the  rule  that  actual  values  are  behind  the  rail- 
way capitalization  of  today  that  the  roads  which 
are  over-capitalized  are  unable  to  earn  returns 
on  it  in  competition  with  the  others. 

The  older  railway  systems  were  developed  by 
the  consolidation  of  numerous  short,  independent 
lines,  and  great  economies  were  accomplished  by 
so  doing,  in  which  the  public  shared.  The  incen- 
tive to  this  development  was  the  opportunity  for 
the  owners  to  share  in  the  benefit  of  these  econo- 
mies and  this  share'was  secured  through  the  in- 
crease in  capitalization.  The  railway  system  of 
the  country  is  vastly  more  efficient  than  it  would 
have  been  if  each  little  railroad  had  been  retained 
intact  and  the  owners  restricted  to  six  per  cent, 
interest  on  their  original  investments. 


Stocks  were  given  as  a  bonus  to  promote  the 
sale  of  bonds  and  as  compensation  to  the  organ- 
izers and  promoters  of  railway  enterprises. 
Transactions  of  this  kind  cannot  be  seen  in  their 
true  light  years  afterward  when  all  the  con- 
ditions have  changed.  The  stocks  of  the  early 
roads  were  often  as  truly  a  part  of  the  consider- 
ation for  the  capital  actually  invested  as  were 
the  bonds.  They  were  in  the  nature  of  a  de- 
ferred and  contingent  reward,  not  a  burden  to 
the  enterprise  in  its  early  days,  but  they  stimu- 
lated railway  construction  and  the  consequent  de- 
velopment of  the  country  and  the  public  received 
benefits  through  this  quickened  development.  For 
this  reason  the  issue  of  bonus  stocks,  like  the 
gift  of  public  lands  and  other  public  donations 
was  not  considered  contrary  to  public  policy  at 
the  time.  The  right  to  issue  bonus  stock  was  not 
in  itself  considered  a  great  privilege,  and  the 
legislators  of  many  states  provided  for  further 
inducements  by  passing  acts  authorizing  munici- 
palities to  vote  taxes  and  bonds  in  aid  of  railway 
construction. 

These  things  now  criticised  and  which  are 
sought  to  be  undone,  were  thought  necessary  to 
secure  the  building  of  railways.  The  laws 
sanctioned  them,  the  object  designed  to  be  ac- 
complished was  secured  and  it  is  a  mistake  to 
say  tliat  no  consideration  was  received. 

Regulation  and  Compensation  in  the  Future. 

It  is  of  course  totally  different  when  atten- 
tion is  turned  to  the  future.  There  is  no  oc- 
casion for  giving  the  same  kind  of  encourage- 
ment to  railway  expansion  now  that  was 
needed  in  the  past,  and  the  companies  are  not 
objecting  to  public  supervision  over  the  issue 
of  new  securities.  There  is  reason  to  believe 
that  if  the  work  of  valuing  railway  property 
now  going  on  is  conducted  upon  a  reasonable 
basis  the  result  will  show  that  the  companies  are 
not  as  a  whole  over-capitalized.  Even  though  the 
physical  values  have  been  built  up  in  part  out  of 
earnings,  or  enhanced  by  the  general  advance 
in  real  estate  values,  it  would  be  unjust  to  re- 
fuse to  allow  these  increments.  Every  other 
class  of  investments  enjoys  the  incidental  incre- 
ment from  increasing  real  estate  values,  and  if 
it  was  to  be  withheld  from  railway  property, 
notice  to  that  effect  should  have  been  given. 
Certainly  no  such  idea  was  in  anybody's  mind 
at  the  beginning  of  railway  construction. 

The  average  returns  upon  railway  stocks  and 
bonds  are  not  large  compared  with  returns  in 
other  lines  of  business,  and  they  must  compare 
reasonably  with  other  lines  of  business  if  capi- 
tal is  to  be  attracted  from  the  latter  to  supply 
our  railway  facilities.  If  the  returns  upon 
stocks  and  bonds  were  con.solidated  and  a\er- 
agcd  upon  the  capital  actually  invested  in  the 
roads  the  result  would  not  be  equal  to  what  is 
expected  in  successful  private  business.  Other 
classes   of   investments    have    profited    much 


more  by  the  growth  of  the  country  than  invest- 
ments in  railways. 

When  all  phases  of  the  subject  are  fairly 
considered  it  will  be  seen  desirable  to  drop  the 
old  controversy  and  turn  attention  to  the 
necessity  of  raising  new  capital  for  the  roads. 
There  is  every  reason  to  believe  that  as  an  ab- 
stract question  the  public  is  willing  to  allow 
the  roads  sufficient  revenue  to  pay  a  reasonable 
return  upon  the  capital  actually  invested,  but 
it  is  not  likely  that  it  would  be  willing  to  guar- 
antee a  fixed  return  upon  railway  investments, 
and  so  long  as  no  return  is  guaranteed  there 
must  be  compensation  for  risk  and  a  margin 
of  profit  above  what  would  be  satisfactory 
without  risk. 

The  Western  Pacific. 

The  fate  of  the  Western  Pacific  Railroad 
Company,  recently  sold  out  by  the  sheriff 
under  foreclosure  of  its  first  mortgage  bonds, 
shows  that  the  day  of  risk  in  new  railroad  en- 
terprises is  not  over.  This  road  was  projected 
under  what  might  seem  to  be  fair  auspices  of 
success.  It  was  virtually  an  extension  of  the 
Denver  &  Rio  Grande,  the  Missouri  Pacific  and 
other  Gould  roads,  from  Salt  Lake  to  San 
Francisco  bay,  and  thus  had  assurance  of 
through  connections.  The  road  cost  $81,269,- 
254  and  was  operated  at  a  loss  of  several  mil- 
lion dollars  a  year  until  1915,  when  it  was  sold 
under  the  hammer  for  $18,000,000. 

It  is  said  that  the  road  was  a  mistake,  built 
where  no  road  was  needed,  etc.,  and,  of  course, 
that  is  evident  enough  -now.  But  experienced 
railway  men  promoted  it  and  staked  their 
judgment  upon  it  and  how  was  the  ordinary 
railway  investor  to  know  that  it  was  an  unwise 
undertaking?  A  risk  of  mistaken  judgment 
is  a  legitimate  risk  which  has  to  be  borne  in 
every  investment  field,  and  it  must  be  cov- 
ered by  the  average  returns  yielded  in  each 
field. 

Qovernment  Guaranty  or  Ownership. 

It  is  not  desirable,  in  the  interest  of  railway 
progress,  that  returns  shall  be  guaranteed  at 
a  minimum  or  fixed  as  to  the  maximum.  It 
promotes  efficiency  everywhere  to  have  the  re- 
turns of  a  business  depend  in  some  degree  upon 
the  enterprise  and  ability  of  the  management. 
That  is  one  reason  why  it  is  undesirable  to 
have  the  railways  taken  over  by  the  govern- 
ment. If  they  were  absolutely  finished  beyond 
improvement,  and  their  operations  could  be 
standardized  for  all  time,  the  government 
might  be  able  to  operate  them  with  a  fair  de- 
gree of  success,  but  railroading  is  a  progressive 
industry,  always  requiring  new  capital  in  ex- 
cess of  its  net  earnings,  and  one  has  onlv  to 
refer  to  the  cumbersome  and  wasteful  methods 
of  the  government  in  dealing  with  all  new  cap- 
ital expenditures,  such  as  are  included  annual- 
ly in  the  river  and  harbor  and  public  building 
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STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 

RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  JANUARY  26,  1917. 

(In  Thousands  of  Dollars) 


KKSOURCES 

Gold  coin  and  certiPs  Set- 
tlement fund.  Cr.  Balances 

Gold  Settlement  Fund 

Gold  Redemption  Fund. . . 

Boston 

14.977 

15,132 

60 

30.159 

1.270 

31.429 

N.  Y.  1  PhUa. 

145.136'  23,558 

50,8971  15,117 

250 1       100 

Clev'd 

15.860 

26352 

43 

Ricb'd 

5.434 

18,0S5 

2h5 

Atlanta 

6.138 

2.912 

495 

9345 
688 

Chicauro 

33.034 

33,504 

200 

66,738 
1.110 

St  Louis 

14,473 

3,468 

84 

M'npl's 

10.468 

6316 

125 

16,909 
497 

Kas.City 

6,900 

27355 

156 

Dallas 

5.833 

10,629 

45 

S.Fr'sco 

19,530 

3,804 

15 

Total 

302,341 

213,771 

1,813 

Total  cold  reserves. . 
Lcsral  tender  notes.  Silver 

196^83 
_8.0^ 
204,352 

38,775 
922 

43,460 
960 

23,764 
127 

18,025 
3054 

34,411 
220 

16,507 
572 

23349 
90 

517,925 
17,579 

Total  Reserves 

39.697 

44,420 

23.891 

10,233 

67.848 

21.079 

17,406 

34,631 

17,079 

23,439 

535,504 

K  redemption  fund-F.  R- 

790 
13,498 

14,288 

1,702 
27404 

29  106 

527 
8993 

489 
7342 

4,150 
3,688 

2,129 

_3.902 

6  031 

1.922 
7,436 

554 

5345 

6.099 

1315 
5.966 

300 

524 

3,044 

100 

903 
1,676 

206 
9,203 

400 

Bills  discounted.  Members 

Commercial  paper 

Bill  bouEbt  in  open  market 

15,711 
97,697 

Total  bills  on  hand.. 

9320 

7,831 

7,838 

9.358 

7.781 

3.568 

2.579 

9,409 

113.408(0) 

Investment!;.  S  Bonds  .. 
One-year  U.  S.  Treas.  notes 
Municipal  Warrants. 

666 

1.666 
629 

17  249 

232 
1,726 
3,709 

34.773 

826 
1,999 
1.482 

13,827 

6,117 
1,820 
1,806 

1340 

1,969 

61 

1.372 

1,491 

402 

7,413 
2,962 
1,784 

2,203 
891 
539 

1,913 

1,230 

605 

8318 
963 
225 

3,603 

1,430 

178 

1,919 

1,500 

829 

36,122 
19  647 
12,249 

Total  Eamine  Assets 

17374 

11,208 

9,296 

21317 

9,732 

11.529 

13,274 

7,790 

13,657 

181.426 

Federal  Resen-e  Notes,  net 
Due  fr.  other  h .  R.  Bks.  net 
Uncollected  items 

1.069 

11,560 
986 

62,293 

18,927 

26,997 
701 

286,750 

1342 

14,497 

474 

893 
2,599 
9,266 

737 

8,575 
227 

814 
10.136 
2,727 

33,206 

1,695 

15,780 
1,109 

107,949 

1,933 
8,137 
3.616 

4(497 

142 

539 

4358 

117 

8,985 
566 

377 
3,917 
1.737 

31,000 

2,993 
467 

4,229 
612 

45,397 

27,061 
4,123(b) 
126  437 

All  other  resources. 

13.609 

TOTAL  RESOURCES 

69.837 

75.489 

43,901 

34.091 

57.756 

880314 

LIABILITIES 

Capital  Paid  in 

4,990 

32S 

47.488 

7,023 

11.852 

3,197 

246.548 

18.875 

5.199 
79 

5,230 

2.861 

46.086 

14,928 

642 

6,020 

1.157 

58382 

9,730 

3361 

2.058 

26.153 

7324 

3,749 

1,256 

2.410 
2.873 
14.097 
9,929 

3397 

6,932 

1,592 

90.500 

8,526 

399 

2.799 

4,633 

26,737 

6,683 

3,645 

2,402 
2.335 
26.758 
2,596 

3,074 

441 

45.623 

5359 

1324 

935 

2,694 

1492 

23  303 

3,117 

394 

3,930 

2,543 

35.966 

2,784 

74 

55  694 

Government  beposila 

Reserve  Deposits,  net 

Federal  Reserve  Notes-net 
Federal  Reserve  Bank 

Notes  in  circulation 

Due  to  other  F.  R.  Banks 

net 

25  607 
687.841 
97,374(ai 

13,509 

AU  other  LiablUUes 

90                 1 

289 

TOTAL  LIABILirreS 

62,293 

285,750 1  69,837  >  75  489 

43.901      33.206 

107,949 

44,497 

34  091 

57,756 

31,000  1     45,397 

880314_. 

(■>    Total  Reserve  notes  in  circulation  259,768 

<b)    After  dedurtion  ol  net  amount  due  tu  other  Federal  Reserve  Banks.  4,123,  the  Gold  Reser^-e  against  Net  deposit  and  note  Liabilities 

is  73  8*  and  the  cash  reserve  is  76  3*.    Cash  Reserve  against  net  deposit  and  note  liabilities  alter  settine  aside  40!(  Gold  Reserve 

acainst  net  liabilities  on  Federal  Reserve  Notes  in  circulation  77.0*. 
(e)    BUls  and  acceptances:  municipal  warrants:  1-15  days  30310;  16—30  days  19,121,  31-00  days  54,178;  61-90  days  13303:  over  90 

days  8345.    ToUl  125.657.  > 


bills,  to  see  that  it  is  not  qualified  to  carry  on 
the  development  of  the  transiwrtation  system  in 
an  economical  manner. 

The  Secretary  of  the  Treasury,  in  his  recent 
annual  report,  makes  the  following  statement 
about  the  activities  of  Congress  in  one  field : 

In  the  past  two  decades  the  Congress  has  authorized 
and  appropriated  approximately  $180,000,000  for  public 
buildings,  and  the  major  part  of  this  great  sum  has 
been  expended  on  costly  structures  in  small  localities 
where  neither  the  Government  business  nor  the  con- 
venience of  the  people  justified  their  construction,  and 
while  the  initial  cost  of  these  buildings  represents  a 
large  waste  of  public  funds,  this  is  not  the  worst  of  it 
The  most  serious  aspect  is  this :  The  annual  operation 
and  maintenance  of  these  buildings  impose  on  the 
Treasurj'  a  permanent  and  constantly  increasing  burden. 

There  are  now  more  than  1,000  Federal  buildings_  to 
be  operated  and  maintained,  and  this  number  is  being 


increased  at  the  rate  of  a  new  building  every  fourth  day 
in  the  year.  Meanwhile,  the  cities  and  larger  towns 
have  outgrown  their  Government  buildings  and  nearly 
every  populace  center  in  the  United  States  is  today 
acutely  in  need  of  additional  space  to  meet  the  demands 
of  greatly  increased  and  constantly  increasing  Govern- 
ment business.  To  such  an  extent  has  the  Government 
business  outgrown  the  old  structures  in  the  cities  that 
the  rentals  for  outside  space  now  amount  approximately 
to  $3,000,000  annually.  This  capitalized  at  3  per  cent, 
represents  $100,000,000,  and  is  doubtless  the  amount 
required  to  provide  the  facilities  sorely  needed  for  the 
prompt,  efficient  and  economical  conduct  of  the  public 
business  in  the  great  centers  and  large  cities  of  the 
country. 

Common  sense  and  business  judgment  would  seem 
to  demand  that  structures  for  the  transaction  of  Gov- 
ernment business  should  be  authorized  only  in  localities 
where  they  are  imperatively  needed,  and  that  buildings 
should  not  be  erected  where  no  public  necessity  can  be 
shown. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


«< 


City  BanK  Service." 


The  National  City  Company 

The  placing  of  funds  in  issues  which  have  been  care- 
fully investigated  as  to  basic  conditions,  is  of  primary 
importance  to  Individuals,  Banks  or  Corporations 
seeking  investments. 

The  National  City  Company  has  unusual  facilities 
for  serving  the  investor  in  the  selection  of  issues  hav- 
ing a  liberal  yield  and  possessing  adequate  security. 

Should  you  have  funds  which  require  profitable  em- 
ployment the  examination  of  current  offerings  B-56, 
may  suggest  satisfactory  investments. 


The  National  City  Company 

National  City  Bank  Building,  New  York 
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Republic  Bldg. 
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A  Month  of  Suspense. 

THE  past  month  has  been  one  of 
grave  and  unusual  concern  in  the 
political  and  business  world,  owing 
to  the  sudden  development  of  the 
crisis  with  Germany.  Diplomatic  re- 
lations were  severed  under  circumstances  which 
seemed  to  make  war  inevitable,  and  although 
nearly  a  month  has  passed  without  an  act  of  di- 
rect hostility  upon  either  side,  the  situation  is  no 
less  critical  than  when  the  German  Ambassador 
received  his  passports.  The  issue  between  the  two 
governments  is  directly  joined,  and  no  longer 
under  discussion.  Germany  has  asserted  its 
intention  of  sinking  all  ships,  belligerent  or 
neutral,  in  certain  waters  of  the  high  seas,  with- 
out search,  without  warning,  without  provision 
for  the  safety  of  passengers  or  crew.  Although 
a  nominal  blockade  has  been  declared,  the  con- 
ditions prescribed  do  not  accord  with  the  recog- 
nized rules  of  international  law,  but  are,  in  fact, 
arbitrary  commands,  without  international 
sanction,  and  protested  against  by  all  neutral 
nations.  Incidentally,  they  are  in  direct  con- 
travention of  the  treaty  of  the  United  States 
with  Prussia,  1799,  re-adopted  in  1825,  and  re- 
ferred to  by  the  German  authorities  in  recent 
correspondence  as  still  in  force. 

Questions  Involved. 

Under  the  circumstances,  it  is  evident  that 
the  questions  presented  to  the  United  States 
government  are  much  broader  than  the  extent 
of  immediate  injury  to  American  trade.  Ac- 
quiescence would  mean  not  only  a  surrender  of 
the  rights  of  American  citizens,  but  a  definite 
abandonment  of  neutral  rights  of  far-reaching 
consequence.  Moreover,  for  a  neutral  power  to 
change  its  public  policy  in  time  of  war  at  the 
behest  of  one  belligerent  to  the  injury  of  an*- 
other  belligerent  is  practically  to  take  sides  be- 
tween them. 

The  country  has  been  very  calm  under  the 
strain.  It  has  no  wish  for  war,  and  nothing 
could  be  more  completely  false  than  the  idea 
that  the  government  at  Washington  has  been 
under  pressure  by  interests  which  hope  to  make 
money  out  of  war.    The  people  of  this  country 
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do  not  want  war,  and  they  cherish  a  long-estab- 
lished friendship  for  the  German  people,  but 
there  can  be  no  question  that  they  will  support 
their  government  with  practical  unanimity  in 
defense  of  what  the  President  has  declared  to  be 
"our  elemental  rights  as  a  neutral  nation." 

In  the  Event  of  War. 

There  is  no  reason  to  anticipate  that  a  dec- 
laration of  war  by  this  country  would  have  any 
immediate  effect  upon  the  business  situation, 
other  than  that  resulting  from  additional  stim- 
ulus. The  government  has  already  entered  the 
market  for  equipment  and  supplies,  and  is  com- 
mitted to  great  expenditures  upon  the  army  and 
navy,  but  doubtless  its  orders  would  be  in- 
creased and  expedited.  The  experience  of  other 
countries,  and  our  own  as  well,  shows  th^t  war 
makes  enormous  demands  upon  the  industries, 
hence  there  would  be  no  reason  to  apprehend  a 
sudden  reaction  from  the  present  activity.  The 
danger  would  be  from  the  other  side,  i.  e.,  from 
an  over-stimulus  in  certain  directions  at  the 
expense  of  normal  development.  The  indus- 
tries of  this  country  are  already  working  to 
capacity,  and  it  is  difficult  to  see  how  they  could 
do  more.  Under  such  conditions  government 
orders  would  crowd  private  business  to  the 
rear,  create  new  demands  for  labor  and  mate- 
rials, and  probably  raise  costs  to  a  higher  level. 
Enlistments  would  necessary  aggravate  the 
scarcity  of  labor,  and  the  amount  of  business  in 
sight  would  be  likely  to  stimulate  further  con- 
struction work  for  the  enlargement  of  indus- 
tries. These  are  the  inevitable  economic  de- 
rangements caused  by  war,  and  in  some  degree 
we  have  already  been  experiencing  their  effects. 
War  is  not  recommended  by  anyone  who  un- 
derstands its  economic  effects  as  a  means  of 
increasing  the  wealth  of  a  country,  but  if  war 
must  come  it  is  certain  that  the  United  States 
is  more  fortunately  situated  to  withstand  it, 
and  has  greater  resources  with  which  to  prose- 
cute it  than  any  of  the  countries  which  have 
sustained  such  marvelous  exertions  for  now 
two  and  one-half  years. 
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General  Bugineta  Conditiona. 

After  the  first  shock  of  surprise  the  situation 
quickly  steadied,  and  aside  from  a  more  con- 
ser\ativc  feeling  in  financial  circles  as  to  future 
commitments,  due  to  the  probability  that  gov- 
ernment financing  would  have  to  be  done,  busi- 
ness went  on  about  as  before.  Export  ship- 
ments have  been  interfered  with  by  the  sub- 
marine menace,  but  in  the  disorganized  state  of 
domestic  traffic  that  has  been  a  minor  factor. 
The  submarines  will  undoubtedly  do  a  great 
deal  of  damage,  but  it  is  not  believed  they  can 
greatly  curtail  our  export  trade,  particularly  if 
our  own  government  takes  steps  for  its  pro- 
tection. The  announcement  of  the  new  British 
embargo,  imposed  for  the  purpose  of  curtailing 
purchases  abroad  and  thus  reducing  the  un- 
favorable trade  balance,  was  received  with  in- 
terest. The  propriety  of  the  action,  under  the 
circumstances,  is  not  questioned,  and  our  trade 
is  so  great  at  this  time  that  the  prohibitions 
will  have  small  effect  upon  it,  particularly  as  in 
the  more  important  lines  the  action  is  intended 
simply  to  bring  transactions  within  the  purview 
of  the  government,  under  licenses. 

The  Railways. 

The  congested  state  of  the  railways  has  over- 
shadowed international  affairs  in  business 
circles  generally.  The  situation,  which  had 
been  bad  before,  was  made  desperately  so  by 
storms  and  cold  weather,  which  impeded  switch- 
ing oprations  at  the  terminals.  Instead  of  a 
car  shortage  the  situation  has  been  that  of  a 
general  blockade.  The  roads  have  been  em- 
barrassed by  the  scarcity  of  labor,  and  particu- 
larly of  machinists,  who  for  two  years  now  have 
been  in  g^eat  demand  for  the  manufacture  of 
machine  tools  and  work  in  automobile  and  mu- 
nition factories.  The  heavy  traffic  of  the  last 
year  has  told  on  equipment,  but  the  machine 
shops  are  short-handed,  and  it  is  a  serious  mat- 
ter to  keep  the  locomotives  in  commission. 
During  the  last  ten  days,  with  milder  weather, 
traffic  conditions  have  improved  in  an  encour- 
aging degree.  Deliveries  of  new  equipment 
will  be  coming  along  in  important  lots  this  year, 
but  it  has  been  demonstrated  that  the  railroad 
situation  needs  treatment  on  a  large  scale 
looking  to  the  future. 

The  Steel  Industry. 

The  steel  industry  has  been  adversely  af- 
fected by  the  railway  congestion,  which  pre- 
vented the  movement  of  raw  materials  to  the 
works  and  of  products  away  from  them.  At  one 
time  during  the  month  nearly  as  many  blast 
furnaces  were  banked  as  were  operating  freely. 
The  pressure  to  place  orders  is  practically  as 
great  as  at  any  time,  the  demand  for  ship  plates 
being  one  of  the  prominent  features.  Foreign 
business,  in  ship  plates,  railway  and  structural 


steel,  and  shell  steel  is  offered  constantly.  The 
tendency  of  prices  has  been  again  upwards,  and 
whatever  uncertainty  there  was  two  months 
ago  about  full  activity  for  the  industry  through- 
out 1917  seems  to  have  disappeared. 

The  high  prices  ruling  for  all  building  mate- 
rials are  evidence  in  themselves  that  building 
operations  are  on  an  undiminished  scale.  Al- 
though there  is  more  or  less  talk  in  all -quarters 
of  plans  held  up  on  account  of  the  high  prices 
the  most  tangible  fact  is  that  with  the  produc- 
tion of  building  materials  greater  than  ever 
before,  there  is  no  accumulation  of  supplies. 
The  lumber  industry  would  be  doing  very  well 
but  for  its  transportation  troubles. 

The  metal,  mining  and  refining  industries  are 
still  stimulated  to  the  utmost,  and  constantly 
increasing  the  output.  Silver,  since  January  1, 
has  reached  new  high  figures,  not  touched  since 
1893,  and  closed  last  month  at  about  78  cents. 
Copper  is  quoted  at  36  or  37  cents  spot,  and  for- 
ward deliveries  lower.  Producers  are  sold  up 
into  the  last  half  of  the  year.  Lead  is  higher  than 
at  any  time  since  the  war  began,  due  in  part  to 
the  difficulty  in  getting  supplies  from  the  min- 
ing districts. 

The  Textile  Industry. 

The  textile  industries  are  as  busy  as  at  any 
time,  but  there  has  been  some  unsettlement  in 
the  cotton  goods  market  as  a  result  of  the  fluc- 
tuations in  raw  cotton.  Distribution,  however, 
is  on  an  unprecedented  scale.  The  market  for 
woolen  goods  has  been  excited  over  the  pros- 
pect that  the  United  States  would  get  into  the 
war  and  enter  the  market  to  buy  uniforms.  A 
British  authority  has  estimated  that  one-third 
of  the  world's  wool  supply  was  going  into  uni- 
forms, which  would  mean  that  less  than  1  per 
cent,  of  the  population  was  taking  33  per  cent, 
of  the  wool.  The  United  States  has  always 
been  largely  dependent  upon  the  Australian 
wool  crop,  and  in  the  year  1915-16  the  British 
government  permitted  large  exports  to  the 
United  States  under  an  understanding  with  the 
Textile  Alliance  governing  exports  of  cloth 
from  this  country.  It  has  not  been  claimed  that 
understanding  was  not  observed,  but  this  year 
exports  of  Australian  wool  to  the  United  States 
has  been  limited  to  50,000  bales,  as  against  an 
actual  movement  of  564,000  bales  last  year. 
This  situation  is  giving  great  concern  to  Ameri- 
can manufacturers,  and  they  still  hope  that  fur- 
ther amounts  will  be  released.  Prices  have  ad- 
vanced sharply  since  January  1st.  Western 
wool,  to  be  sheared  in  May,  is  said  to  have  sold 
as  high  as  40  cents  per  pound.  All  woolen 
goods  are  necessarily  higher. 

The  boot  and  shoe  industry  is  between 
seasons,  and  the  situation  as  to  leather  and 
hides  is  uncertain.  The  British  embargo  in- 
cludes shoes  and  leather,  but  these  are  necessi- 
ties which  will  doubtless  be  admitted  as  needed. 


Trade  and  Clearings. 

Trade  generally  is  very  large  for  the  season 
of  the  year — in  truth,  as  large  as  it  can  be  with 
the  railroad  facilities  what  they  are.  The  pro- 
ducts of  the  interior — grain,  live  stock,  oil, 
wool,  cotton,  etc.,  are  bringing  unusual  prices 
and  although  these  prices  signify  that  living 
costs  bear  heavily  upon  many  residents  of  the 
cities,  they  put  great  purchasing  power  into  the 
hands  of  the  producers.  Bank  clearings,  which 
now  compare  with  the  large  figures  of  a  year 
ago,  are  showing  reduced  gains  in  the  cast,  but 
large  gains  in  the  west  and  south.  Railway 
earnings  for  December,  the  latest  month  avail- 
able, although  showin?  a  good  gain  in  gross  over 
the  same  month  of  1915,  showed  an  actual  loss 
of  net,  a  state  of  affairs  that  railway  managers 
have  been  looking:  forward  to  with  apprehen- 
sion. The  first  effect  of  the  revival  of  business 
was  to  give  them  large  gains  in  both  gross  and 
net,  but  as  they  used  up  their  old  stock  of  sup- 
plies and  have  been  forced  to  replenish  at  higher 
prices,  the  net  gains  have  been  diminishing 
until  now,  with  earning  at  the  maximum  and 
expenses  still  rising,  the  outlook  is  by  no  means 
agreeable.  It  is  stated  that  the  average  ad- 
vance in  railway  equipment  and  supplies  over 
1915  is  118  per  cent.,  and  the  wage  question  is 
not  yet  settled. 

Financial  Situation. 

Financial  circles  are  quietly  awaiting  de- 
velopments at  Washington.  The  banking  sit- 
uation is  strong  in  every  respect,  and  no  dis- 
turbance of  confidence  is  expected  in  any  event. 
The  New  York  Clearing  House  banks  hold 
$167,000,000  in  excess  of  their  legal  reserves,  as 
compared  with  $135,000,000  a  year  ago,  and  the 
banks  throughout  the  country  are  in  excep- 
tionally strong  position,  not  only  as  regards 
their  cash  reserves,  but  as  regards  the  character 
of  their  loans.  The  prosperity  of  the  last  two 
years  has  put  the  business  of  the  country  on  a 
very  solid  basis.  The  banking  system  of  the 
country  is  abundantly  able  to  take  care  of  the 
needs  of  the  business  community  in  any  situation 
that  develops,  and  to  perform  any  part  that  may 
devolve  upon  it  in  connection  with  the  govern- 
ment's financing. 

Whether  the  country  becomes  a  party  to  the 
war  or  not,  it  will  have  to  borrow  money  to 
meet  the  great  expenditures  that  have  been 
undertaken.  As  yet  the  Secretary  of  the  Treas- 
ury has  no  authority  to  borrow  except  by  the 
sale  of  the  Panama  Canal  bonds  or  one-year 
certificates,  which  pay  three  per  cent,  interest 
and  cannot  be  sold  at  less  than  par.  If  the 
country  is  not  actually  at  war.  and  the  amount 
required  is  not  above  $200,000,000,  or  possibly 
$300,000,000,  it  may  be  that  this  provision  will 
suffice,  but  if  there  is  practical  certainty  of 
more  extensive  borrowing,  a  three  per  cent. 


rate  will  be  too  low  to  attract  the  amount  of 
capital  required. 

If  this  country  becomes  a  belligerent  there 
will  be  naturally  a  change  in  the  situation  as 
regards  loans  to  the  allied  powers.  Financial 
aid  to  them  would  count  practically  for  the 
same  results  as  aid  to  this  government,  and 
be  much  more  speedily  effective.  It  is  likely 
that  all  of  the  allied  governments  would  rather 
have  immediate  reinforcements  in  the  form  of 
credit  and  supplies,  which  would  help  them  in 
the  campaign  they  are  planning  for  this  sirring 
and  summer  than  any  more  distant  aid  that 
could  be  offered.  A  policy  that  would  shut  off 
their  borrowing  and  purchasing  here  now 
would  weaken  them  at  a  critical  time. 

For  the  month  of  January,  1917,  the  export? 
of  this  country  were  $613,441,000.  and  the  im- 
ports $241,675,000,  giving  a  trade  balance  of 
$371,766,000,  largely  against  the  allied  coun- 
tries. Since  January  1st  a  British  loan  of 
$250,000,000  has  been  placed  here,  and  $151,- 
000,000  of  gold  has  been  brought  in  on  British 
account.  These  figures  gives  some  idea  of  the 
problem  which  confronts  Great  Britain  in 
settling  for  her  own  and  her  allies'  purchases  in 
this  country,  and  indicates  where  she  has  the 
greatest  need  of  help. 

Importance  of  the  Crops. 

At  the  moment  no  other  factor  in  the  national 
situation  is  of  greater  importance  than  intelli- 
gent, precautionary  preparations  to  secure  the 
largest  possible  acreage  of  land  under  cultiva- 
tion, and  particularly  in  the  food  crops,  during 
the  coming  season.  Whether  we  are  to  have 
war  or  peace,  the  population  must  be  fed,  and 
if.  unfortunately,  weather  conditions  should  be 
unfavorable,  and  the  yield  no  better  than  last 
year's,  the  food  situation  next  winter  will  be  so 
much  worse  than  it  is  now  that  we  may  well 
take  alarm  while  there  is  yet  time  to  provide 
against  the  possibility.  The  present  crop  year 
began  with  a  large  carry-over  of  all  the  grains, 
but  it  will  end  without  reserves,  and  the  whole 
world  will  be  dependent  upon  the  crops  of  1917. 
The  beginning  is  not  good.  The  Argentine 
wheat  crop,  now  harvested,  is  so  nearly  a  failure 
that  there  will  be  little  for  export,  and  the  corn 
crop  will  be  not  much  better.  The  Australian 
wheat  crop,  which,  like  that  of  Argentine,  is 
harvested  in  the  months  of  our  winter,  is  esti- 
mated at  139,392,000  bushels,  against  187,120,- 
000  last  year,  but  fortunately  there  is  a  carry- 
over estimated  at  80,000,000  bushels.  A  semi- 
official report  puts  the  condition  of  French 
winter  wheat  at  65  per  cent,,  against  74  last 
year,  and  states  that  owing  to  lack  of  fertilizer 
and  want  of  proper  preparation  of  the  soil,  the 
yield  will  be  below  normal.  The  crop  of  Hol- 
land is  unpromising,  and  of  England  backward. 
In  the  United  States  there  has  been  a  shortage 
of  moisture  in  the  principal  winter  wheat  states. 


The  plant  is  not  known  to  be  injured,  and  there 
is  yet  time  for  sufficient  moisture  to  come,  but 
if  it  was  under  a  snow  covering  the  outcome 
would  be  better  assured.  A  freeze  has  cut  off 
the  early  veg:etable  crop  in  the  Southern  states, 
which  would  have  soon  relieved  the  present 
scarcity. 

Unusual  Conditions. 

There  are  unusual  features  in  the  situation 
which  deserve  attention.  The  high  wages  paid 
in  the  town  industries  have  been  drawing  labor 
from  the  farms.  The  men  come  to  the  towns 
for  winter  work,  and  last  spring  they  did  not 
go  back  to  the  country,  and  they  arc  not  likely 
to  go  back  this  spring,  particularly  if  industry 
receives  a  new  stimulus  from  our  entrance  into 
the  war.  The  farmer's  outlay  for  seed  and  all 
expenses  is  higher,  and  while  high  prices  for 

i>roducts  are  usually  expected  to  stimulate 
arger  production,  they  may  not  do  so  this  year. 
In  ordinary  times  we  can  draw  on  other  coun- 
tries to  make  up  for  domestic  shortage.  We 
have  frequently  imported  potatoes  from  Europe, 
and  the  effects  of  not  being  able  to  do  so  now 
are  apparent.  It  is  just  as  important  under 
present  conditions  to  have  reserves  of  food  as 
reserves  of  cartridges.  When  so  much  is  de- 
pendent upon  a  good  crop,  it  is  the  part  of 
prudence  for  the  entire  community  to  concern 
itself  about  the  situation  from  the  beginning 
of  the  season.  There  are  certain  common  vege- 
tables which  make  up  a  large  part  of  the  food 
supply,  such  as  potatoes,  beans,  onions,  etc., 
which  do  weir  in  all  parts  of  the  country,  and 
can  be  grown  in  a  small  way  without  machin- 
ery, whose  production  this  year  in  ample 
quantities  should  be  assured  beyond  chance  or 
doubt.  This  garden  production  can  be  greatly 
increased  if  a  popular  interest  is  awakened  and 
systematic  efforts  are  made  to  place  idle  town 
lots  and  nearby  tracts  at  the  disposal  of  people 
who  are  willing  to  work  them. 

Organization  Required. 

The  grain  crops  can  also  be  increased  mate- 
rially if  all  the  business  interests  are  aroused  to 
an  appreciation  of  the  fact  that  the  country  con- 
fronts an  emergency.  The  time  to  deal  with 
next  winter's  food  riots,  next  winter's  proposals 
for  an  embargo  and  other  wild  legislation,  and 
next  winter's  demands  for  higher  wages,  is 
now.  It  is  a  popular  idea  of  late  to  have  a 
"survey"  made  of  any  situation  of  public  con- 
cern, and  it  would  be  well  if  one  were  made 
this  spring  of  crop  prospects  in  every  agricul- 
tural county  of  the  country.  The  question  of 
facilitating  production  comes  down  at  last  to 
the  situation  of  each  farmer;  does  he  need 
anything  required  for  his  work — seed,  a  horse, 
an  implement,  temporary  assistance,  or  even 
advice — which  a  community-organization  might 
provide?  There  is  much  work,  well  enough  af 
another  time,  which  may  be  subordinated  this 


year  to  the  production  of  a  big  crop.  The 
South  should  continue  and  extend  the  policy  of 
growing  more  food  stuffs.  If  chambers  of 
commerce,  bankers'  associations,  and  other  local 
organizations  of  business  men  will  take  the 
situation  in  hand  in  a  formative  way  they  can 
do  more  to  safeguard  the  prosperity  of  the  coun- 
try than  can  be  done  at  this  time  by  any  other 
effort.  With  reserves  exhausted,  and  the  world 
situation  what  it  is,  there  is  no  danger  of  over- 
doing production,  for  the  largest  possible  crop 
in  this  country  is  certain  to  bring  remunerative 
prices.  It  must  be  remembered  that  if  the  war 
ends  at  any  time  before  the  crop  of  1918  is 
harvested  there  will  be  a  great  demand  from 
central  Europe  on  the  crop  of  1917. 

The  New  Taxation. 


The  Senate  Committee  upon  Finance  has  ac- 
cepted the  House  proposal  for  a  special  tax  of  8 
per  cent,  upon  the  net  income  in  excess  of  8  per 
cent,  of  all  corporations  whose  net  annual  in- 
come exceeds  $5,000,  but  has  amended  the  meas- 
ure to  make  it  expire  by  limitation  in  four  years. 

A  great  many  protests  against  the  principle  of 
this  taxation  have  been  made  by  organizations  of 
business  men,  and  but  for  the  critical  situation 
in  which  the  country  stands  there  would  be  many 
more.  Men  are  reluctant  to  raise  objections  at 
a  time  when  they  recognize  the  need  of  more 
revenues  for  the  national  defense,  and  when  ob- 
jections subject  them  to  unfair  criticism.  They 
are  more  than  willing  to  support  the  government 
in  all  jxjlicies  necessary  to  uphold  national  in- 
terests and  the  national  honor,  and  they  do  not 
like  to  appear  as  obstructionists,  or  as  counting 
the  cost  to  themselves,  but  they  cannot  fail  to  see 
that  new  and  far-reaching  policies  which  they  do 
not  approve  are  being  developed  in  this  taxation. 

In  this  country  wealth  has  always  borne  the 
bulk  of  the  taxation.  Much  the  larger  part  of 
our  taxes  are  for  local  purposes,  and  they  are 
levied  directly  upon  property  holdings.  The  tax- 
ation of  the  Federal  government  has  alvvavs  been 
levied  largely  upon  luxuries.  It  is  right  that 
property  should  pay  for  the  protection  which  it 
receives,  and  the  taxation  of  luxuries  is  an  emin- 
ently sound  policy.  It  may  be  readily  agreed 
that  these  two  sources  should  supply  the  great 
body  of  the  revenue,  but  it  is  an  essential  principle 
of  the  democratic  form  of  government  that  every 
person  who  participates  in  the  government,  en- 
joys its  protection  and  helps  to  shape  public  poli- 
cies, should  accept  some  share  of  the  burdens 
which  the  government  entails.  \\'c  are  getting 
so  far  away  from  this  principle  that  taxation,  in- 
stead of  being  regarded  as  a  burden,  is  looked 
u]>on  by  an  increasing  number  of  people  as  a 
means  of  despoiling  the  minority  in  possession  of 
incomes  which  are  large  enough  to  come  under 
popular  condemnation.  It  has  become  a  leveling 
agency,  valued  for  what  it  accomplishes  in  tliis 
respect  independently  of  the  revenues  it  produces. 


The  Source  of  Profits. 

The  general  theory  upon  which  the  excess 
profits  tax  is  approved  by  this  class  of  people  is 
that  the  persons  who  make  their  capital  earn 
more  than  eight  per  cent,  do  it  by  somehow  put- 
ting the  screws  on  the  public,  and  that  the  tax 
penalizes  and  discourages  them. 

If  these  premises  were  correct  there  would  be 
small  reason  to  complain  of  the  reasoning,  but 
the  truth  is  that  the  men  who  are  most  successful 
in  business  win  their  success  by  conferring  bene- 
fits upon  the  public,  and  that  instead  of  being 
penalized  and  discouraged  they  should  be  re- 
warded and  encouraged.  In  every  efficiency  plan, 
where  the  object  is  to  increase  production,  a  cer- 
tain standard  is  fixed  upon  and  every  achievement 
above  that  is  rewarded.  In  the  efforts  that  are 
being  made  in  many  states  to  raise  the  average 
of  com  production  it  is  customary  to  give  a  re- 
ward of  some  kind  to  every  competitor  who  raises 
100  bushels  to  the  acre,  and  graded  prizes  to  those 
who  exceed  that  amount.  The  reason  for  this  is 
perfectly  apparent  in  the  communities  where  such 
contests  are  carried  on.  It  is  a  gain  to  the  whole 
country  to  have  the  production  of  com  increased. 
The  methods  which  the  successful  competitors 
introduce  will  be  seen  and  adopted  by  others  and 
eventually  the  average  production  of  the  whole 
country  will  be  increased. 

The  same  is  true  in  all  lines  of  business.  The 
fact  that  one  man  makes  a  higher  return  on  his 
capital  than  others  in  the  same  field  is  usually  due 
to  the  fact  that  he  manages  his  business  more 
efficiently.  The  leaders  in  every  line  are  the 
money-makers,  and  they  are  usually  serving  the 
public  better  and  at  lower  cost  than  their  lcs«  en- 
terprising rivals.  They  introduce  the  new  meth- 
ods; they  cheapen  production.  Gradually  the 
methods  which  they  develop  become  general,  and 
the  average  cost  is  reduced,  but  they  are  always 
ahead  and  below  the  average.  The  state  could 
afford  to  pay  rewards  for  their  leadership,  but  in- 
stead of  that  the  new  policy  is  to  put  a  special  tax 
upon  every  one  who  can  show  his  head  above 
the  deadline,  and  to  make  the  tax  rapidly  pro- 
gressive. 

Educational  Test  for  Immigrants. 

The  next  immigration  act,  which  raises  the 
head  tax  from  $4  to  $8,  imposes  a  literacy  test 
and  adds  various  minor  amendments  to  the 
existing  law,  has  been  passed  finally  over  the 
presidential  veto,  and  will  become  effective 
May  1st.  The  measure,  in  practically  its  pres- 
ent form,  has  been  pending  for  years,  and  ve- 
toed several  times.  It  prevails  at  last  through 
the  combined  influence  of  the  sentimental  people 
who  think  our  citizenship  is  being  too  rapidly 
diluted  and  the  very  practical  people  who  think 
the  supply  of  labor  is  being  too  rapidly  in- 
creased. It  remains  to  be  seen  how  serious  a 
bar  the  literacy  test  will  prove  to  be.  This 
country  has  been  developed  largely  by  immi- 


grant labor.  Its  common  labor  now  is  largely 
of  the  immigrant  class,  and  unless  there  is  a 
sufficient  supply  of  such  labor  to  enable  our 
industries  to  expand  there  will  be  fewer  oppor- 
tunities for  all  our  people.  There  cannot  be 
employment  for  more  clerks,  mechanics,  crafts- 
men, tradesmen  or  professional  men  unless 
there  are  also  more  laborers.  There  cannot  be 
an  expansion  of  railway  service  without  more 
track  hands  and  laborers  as  well  as  trainmen  and 
office  employes.  In  this  country  we  are  doing 
our  best  to  educate  the  rising  generation  to  oc- 
cupations more  remunerative  than  manual  l.ibor, 
but  there  is  manual  labor  which  must  be  done. 
It  has  been  coming  to  us  from  foreign  lands  to 
the  advantage  of  the  immigrants,  and  to  our 
advantage  as  well.  If  the  new  test  is  effective 
in  curtailing  our  labor  supply,  it  will  retard 
the  industrial  development  of  the  country.  Of 
all  times,  the  present  would  seem  to  be 
most  inopportune  for  placing  restrictions  upon 
the  supply  of  labor.  Our  supply  of  capital  is 
increasing  rapidly,  but  it  cannot  be  used  with- 
out an  increasing  supply  of  labor,  and  if  this 
is  not  available  here  capital  will  go  where  it 
can  be  obtained.  This  means  that  we  are  con- 
tributing by  our  own  legislation  to  the  forces 
that  will  promote  the  exportation  of  gold  when 
the  war  is  over,  and  that  by  the  exclusion  of 
labor  and  the  exportation  of  capital  we  will  aid 
the  development  of  European  industries  to 
compete  with  our  own. 

The  Meat  Industry. 

The  quotations  in  the  January  number  of  this 
publication  from  the  recent  annual  report  of  the 
Cudahy  Packing  Company  have  brought  us  sev- 
eral letters  of  comment,  which  show  that  some 
readers  have  confused  the  percentage  of  profit 
upon  sales  with  the  percentage  of  profits  upon 
capital  employed.  The  figures  given  for  profits 
were  about  one-quarter  of  one  cent  per  pound  on 
an  average  for  all  dressed  beef  sales  during  the 
year,  and  2.2  per  cent,  upon  tlie  sales  of  all 
product. 

The  business  of  the  great  meat-packing  com- 
panies is  of  more  than  ordinary  interest  to  the 
public  because  they  handle  an  important  article  of 
food  and  are  often  accused  of  exercising  monopo- 
listic control  over  the  prices  of  live  stock  and 
meats.  Their  annual  reports  to  stockholders 
show  the  earnings  and  the  details  of  the  business 
quite  fully,  and  are  verified  by  well-known  firms 
of  public  accountants.  It  is  characteristic  of  the 
business  that  the  percentage  of  net  earnings  upon 
gross  business  is  small,  but  the  aggregate  profits 
of  the  leading  companies  are  large,  because  the 
volume  of  business  is  enormous.  The  percentage 
upon  sales  shows  the  relation  of  the  packer's 
profit  to  the  price  of  live  stock  and  of  meats, 
which  is  the  most  interesting  feature  of  the  sub- 
ject.   The  percentage  of  annual  net  earnings  to 


capital  is  larger,  of  course,  because  the  capital  is 
turned  over  several  times  during  the  year.  More- 
over, all  of  the  |)ackers  are  large  borrowers,  and 
because  of  the  quick-moving,  staple,  character  of 
their  product  are  able  to  borrow  at  low  rates,  and 
the  profits  u|»on  the  borrowed  capiul  are  included 
in  the  earnings  shown  upon  their  own  capital. 

The  year  1916  was  an  unusually  good  one 
in  the  packing  business,  as  it  was  in  most 
lines  of  business.  The  movement  of  cattle  and 
hogs  was  large,  so  that  establishments  were  run 
close  to  capacity,  foreign  sales  were  exceptionally 
heavy,  and  inventories  were  made  on  a  higher 
basis  of  values  at  the  end  of  the  year  than  at  the 
beginning.  The  larger  companies  have  been 
broadening  their  field  in  recent  years  to  include 
Other  food  products  and  various  inedible  prod- 
ucts, and  extending  their  operations  to  other 
countries.  Their  entire  business  at  home  and 
abroad  is  included  in  the  reports. 

Profits  of  Leading  Pacl<ers. 

The  total  sales  of  the  largest  business,  that  of 
Swift  &  Co.,  during  the  fiscal  year,  amounted  to 
$575,000,000,  upon  which  a  profit  of  $20,465,000 
was  realized.  The  profits  were  about  3>1  per 
cent,  on  the  turnover,  tlie  largest  in  many  years. 
Calculated  upon  the  company's  own  capital,  in- 
cluding the  surplus  fund,  about  $120,000,000,  they 
amounted  to  16^  per  cent.  The  amount  of 
borrowed  capital  employed  at  the  close  of  the 
year  was  about  $70,000,000. 

The  i)rofits  upon  the  beef  business  are  reported 
separately  as  follows: 

Live  weight  of  caule  slaughtered  1,764,144.000  lbs. 
Dressed  weight  of  cattle  slaughtered         953,446,000  lbs. 

Net  profit  realired  $2,342,/02.2y 
Average  net  profit  per  cwt  live 

weight  $        1328 
Average  net  profit  per  cwt.  dressed 

weight  $        ^457 

We  have  examined  the  books  of  Swift  &  Company 
and  we  certify  that  the  above  statement  of  profits  of 
the  Beef  Business  in  the  United  States  for  the  fiscal 
year  ending  September  30,  1916,  has  been  ascertained 
from  the  Com'pany's  books,  and  correctly  represents  the 
profit  earned  from  the  sale  of  Beef  Hides.  Tongues, 
Tripe.  Casings,  Oil,  Tallow,  Fertilizer,  Bones,  Offal, 
and  all  other  by-products  of  the  cattle  before  charging 
interest  on  borrowed  money,  but  after  charging  de- 
preciation at  the  rate  of  1.9%  per  annum  on  the  cost 
of  Buildings  and  6-1/12%  per  annum  on  the  cost  of 
Machinery  and  Equipment. 

Arthur  Young  &  Co., 

Certified  Public  Accountants. 
Chicago,  Illinois,  November  28,   1916. 

The  profits  upon  dressed  beef  are  about  the 
same  as  shown  by  the  Cudahy  Company,  but  the 
percentage  uix>n  the  entire  business  is  higher,  and 
averaged  about  one-half  cent  per  pound  upon  all 
prtxiucts  handled. 

Armour  &  Company  are  next  to  Swift  &  Com- 
pany in  volume  of  business,  with  sales  of  $525,- 
000.000.  Their  capital  and  surplus  aggregate 
about  $137,000,000.     The  profits  of  the  year's 


business  were  $20,100,000,  or  14.7  per  cent,  on  the 
company's  own  capital  employed,  besides  which 
it  was  employing  at  the  close  of  the  year  about 
$78,000,000  represented  by  bonds  and  bills  pay- 
able. The  President's  report  contained  the  fol- 
lowing statements  as  to  features  of  tlie  year's 
business : 

Our  business  has  been  in  increased  volume,  the  grots 
business  dune  during  the  year  under  review  having 
been  $25,000,000,  which,  based  on  the  net  profits  shows 
a  return  of  3.8  per  cent,  on  our  turnover. 

The  margin  of  profit  in  the  handling  of  edible  meat 
products  caused  us,  as  you  will  remember,  a  few  years 
ago  to  center  our  aims  of  expansion  to  tlie  develop- 
ment of  our  subsidiary  and  allied  companies  and  de- 
partments, some  of  which  handle  the  by-products  of  the 
packing  houses,  but  in  many  of  which  the  percentage 
of  our  by-product  to  the  total  raw  product  consumed 
by  the  subsidiary  was  small.  This  year  has  amply 
demonstrated  the  soundness  of  our  policy  in  this  re- 
gard, although  due  consideration  must  be  given  to  the 
unusual  conditions  prevailing  throughout  the  world. 
The  greater  increase  in  percentage  of  profit  has  been 
in  these  companies  handling  inedible  products. 

The  results  this  year  have  not  only  been  possible, 
but  consistently  augmented,  because  we  have  throughout 
the  year  experienced  continually  increasing  values.  Ypu 
will  remember  that  at  the  beginning  of  the  year  in- 
ventory values  were  low,  and  each  month  has  seen  slight 
increases  over  the  preceding  month.  In  this  we  have 
had  a  directly  opposite  result  from  that  of  the  year  1911, 
which  was  the  most  unprofitable  in  our  history.  We 
are  now  in  a  very  high  plane  of  values,  and  it  will  re- 
quire great  discretion  and  cautionary  procedure  in  the 
conduct  of  our  business  to  avoid  a  recurrence  of  the 
conditions  of  1911  and  the  attainment  of  a  normal 
plane  of  values  without  severe  loss. 

During  the  year  just  closed  we  were  able  to  show  for 
the  first  time  throughout  the  full  year  the  results  of 
the  operations  of  our  new  packing  house  recently  com- 
pleted in  La  Plata,  in  the  Argentine  Republic. 

These  reports  show  the  big  packing  companies 
at  record  earnings.  The  officers  in  each  case  take 
occasion  to  advise  the  stockholders  that  such 
profits  cannot  be  expected  permanently,  but  even 
last  year  they  were  but  a  small  factor  in  con- 
sumers' prices.  It  is  safe  to  say  that  instead 
of  representing  a  tax  upon  either  the  producers  of 
live  stock  or  the  consumers  of  meats,  these  profits 
are  more  than  met  by  the  economies  of  present 
methods  as  compared  with  the  old  methods  in 
vogue  when  the  meat  for  every  locality  was  pro- 
vided by  its  own  slaughtering  establishments,  and 
the  latter  were  a  common  nuisance  in  the  out- 
skirts of  every  town. 

The  leading  packers  make  as  by-products 
scores  of  commercial  articles,  such  as  fertilizers, 
glue,  soaps  and  other  toilet  articles,  violin  and 
drum  strings,  curled  hair,  brushes,  pepsin  and  a 
line  of  pharmaceutical  products,  from  materials 
which  formerly  went  to  waste. 

February  Bond  Market. 

The  German  announcement  of  "unrestricted 
submarine  warfare"  on  February  1st  resulted  in 
a  severe  contraction  in  bond  dealings.  During 
the  first  week  of  the  month  a  list  of  twenty-five 
active  rails  and  industrials  suffered  losses  rang- 


ing  from  one  to  three  points.  Of  the  foreign 
government  issues,  Anglo-French  5s,  American 
Foreign  Securities  5s  and  English  and  Canadian 
issues  were  active  at  slightly  lower  prices.  Dur- 
ing this  period  stocks  declined  in  the  most  vio- 
lent manner  since  the  week  ending  December  23d. 
The  second  week  of  the  montli  brought  continued 
fractional  declines  in  active  rails  and  industrials 
and  heavy  sales  of  foreign  governments,  particu- 
larly in  the  new  British  Sy^s.  Trading  was  ac- 
tive in  U.  S.  Government  issues  as  the  result  of 
discussion  regarding  a  new  government  loan. 
The  third  week  brought  advances  in  rails  and  in- 
dustrials with  an  active  inquiry  for  British, 
Canadian  and  American  Foreign  Securities. 
Anglo-French  5s  were  particularly  strong,  ad- 
vancing from  90  to  92  on  sales  for  the  week  of 
$2,078,000.  The  closing  week  of  the  month  ex- 
perienced a  stronger  market  for  rails  and  indus- 
trials, with  average  advances  of  1%,  while  for- 
eign government  issues  sold  well. 

Municipal  Issues. 

There  have  been  few  offerings  of  new  munici- 
pal issues  during  tlie  month,  the  most  important 
being  $4,000,0(X)  State  of  Massachusetts  4s, 
which  were  sold  at  prices  yielding  3.50%  to 
3.75%,  according  to  maturity.  The  successful 
bidder  reported  the  bonds  sold  in  two  days.  The 
City  of  Detroit  sold  $1,000,000  Thirty- Year  4s 
on  a  3.92^  basis.  Prices  declined  somewhat 
during  the  month  with  cities  such  as  Cleveland, 
Youngstown,  Buffalo,  Syracuse  and  Utica  offered 
on  a  3.90*  to  4%  basis.  New  York  City  bonds 
were  weak  in  the  opening  days  of  the  month,  de- 
clining from  a  3.97%  to  a  4.15%  basis,  but  clos- 
ing the  month  on  about  a  4.10%  basis.  The  total 
sales  of  State  Bonds  on  the  New  York  E.xchange 
from  January  1st  to  February  23  were  reported 
at  $56,173,500,  as  compared  with  $32,048,500 
for  the  similar  period  in  1916. 

Corporation  Issues. 

There  was  practically  no  new  financing  of  im- 
portance until  the  closing  week  of  the  month, 
when  a  New  York  syndicate  offered  $50,000,000 
Bethlehem  Steel  Company  5%  secured  notes 
due  February  15,  1919,  at  98 >4  and  interest, 
about  a  5^%  basis.  Another  New  York  syndi- 
cate offered  $25,000,000  Southern  Railway  5% 
secured  Gold  Notes  maturing  March  2,  1919,  at 
99  and  interest  yielding  about  5}/2%. 

Other  offerings  include  $10,000,000  Edison 
Electric  Illuminating  Company  of  Boston  Five- 
Year  Gold  Notes  on  a  4.50%  basis;  $2,000,000 
Oeveland  Electric  Illuminating  First  Mortgage 
5%  Bonds  at  103;  $2,155,000  North  American 
Light  &  Power  Company  First  Lien  6%  Bonds 
at  100;  $5,000,000  Public  Service  Corporation  of 
Northern  Illinois  6%  Serial  Debentures  at  100; 
$5,500,000  Haytian-American  Corporation  7% 
Cumulative  Stock  at  100;  $4,804,000  Texas  Elec- 
tric Railway  First  and  Refunding  5%  Bonds  at 
94>4. 


Foreign  Qovernments. 

The  most  important  financial  event  in  the  for- 
eign government  market  was  the  spontaneous 
subscription  of  $5,0U0,U00,()U0  to  a  new  Uriiish 
"Victory  War  Loan"  which  is  said  to  be  the 
world's  largest  financial  operation.  The  only 
new  offering  of  prominence  in  the  home  market 
was  $4,000,000  Province  of  Ontario  4%  Gold 
Bonds  due  March  1,  1926  at  92|4  and  interest, 
yielding  about  5.10%.  On  February  2nd  the 
Minister  of  Finance  asked  the  Canadian  Parlia- 
ment for  authority  to  float  $100,000,000  to  finance 
maturing  obligations,  public  works  and  general 
purposes.  It,  however,  is  now  reported  that  the 
Minister  will  shortly  announce  the  third  Cana- 
dian loan  for  war  purposes.  The  particulars 
are  not  announced  but  it  is  anticipated  that  the 
loan  will  be  somewhere  between  $100,000,000 
and  $150,000,000  in  the  form  of  a  twenty-year 
5%  bond  on  about  a  5j^%  basis,  payable  in  Can- 
ada and  New  York.  A  new  French  loan  has  also 
been  under  discussion.  The  Argentine  Govern- 
ment paid  in  cash  the  $18,500,000  Discount  Notes 
maturing  February  21st  and  it  is  said  that  the 
funds  were  raised  internally.  An  issue  of  $8,- 
098,000  Province  of  Buenos  Ayres,  Argentine, 
Ten-Year  6%  Gold  Bonds,  formerly  placed  in 
London  in  sterling  through  the  London  County 
and  Westminster  Bank,  has  been  refunded  into 
dollar  bonds  and  transferred  to  this  market. 

Railroad  Financing;. 

New  York,  New  Haven  &  Hartford  stock  has 
been  making  new  low  records  as  the  result  of  dis- 
cussion regarding  the  payment  on  May  1st  of 
$25,000,000  New  Haven  4>4%  Notes  and  $20,- 
000,000  New  England  Navigation  6%  Notes. 
Bankers  closely  associated  with  the  property  are 
said  to  have  assured  the  management  that  the 
notes  will  be  paid  or  refunded.  The  Interbor- 
ough  Rapid  Transit  Company  will  ask  permis- 
sion of  the  Public  Service  Commission  on  March 
8th  to  issue  $16,436,000  5%  bonds  under  its  First 
and  Refunding  Mortgage  in  connection  with 
third-tracking  and  other  work  on  the  Manhattan 
elevated  system.  The  first  of  the  Chicago  Trac- 
tion bills  was  introduced  in  the  Illinois  Legisla- 
ture on  February  6th  to  permit  the  consolidation 
of  the  surface  and  elevated  lines,  which  will  em- 
brace financing  of  about  $500,000,000.  half  for 
construction  and  half  for  refunding  existing  se- 
curities. The  Chicago  &  Northwestern  Railway 
has  announced  an  offering  of  $15,251,000  Com- 
mon Stock  at  par  to  holders  of  common  and  pre- 
ferred of  record  March  1st  to  the  extent  of  10% 
of  their  holdings,  payment  on  or  before  April  7th. 
It  is  reported  that  New  York  and  Philadelphia 
bankers  are  organizing  a  holding  company  to 
amalgamate  the  electric  power  properties  of  the 
Lehigh  Coal  &  Navigation  Company  and  the  Le- 
high Valley  Transit  Company  of  Eastern  Penn- 
sylvania, which  will  require  a  capitalization  in 
the  neighborhood  of  $40,000,000. 


Average  Pricea. 

The  average  prices  for  forty  listed  bonds  as  com- 
piled by  the  li'all  Street  Journal  is  94.28  Febru- 
ary 24th,  compared  with  %.06  January  24,  1917, 
and  94.72  February  24th,  1916.  The  volume  of 
bond  business  for  the  New  York  Stock  Exchange 
for  the  four  weeks  ending  February  23d  was 
^,884,000,  compared  with  $83,088,500  for  the 
similar  period  in  1916. 

Federal  Reserve  System. 

The  Federal  Reserve  Board  has  obtained 
more  nearly  what  it  wants,  in  the  way  of 
amendments  to  the  law,  from  the  Senate  Com- 
mittee than  from  the  House  Committee.  The 
former  has  approved  of  the  proposal  to  allow 
the  reserve  banks  to  issue  reserve  notes  directly 
in  exchange  for  gold,  instead  of  by  the  cir- 
cuitous method  now  pursued,  and  also  of  the 
proposal  that  the  official  percentages  of  gold 
against  outstanding  notes  and  of  lawful  money 
against  deposits  shall  be  calculated  upon  the 
consolidated  assets  and  liabilities,  including 
gold  in  the  hands  of  the  reserve  agents.  This 
will  show  the  true  condition  of  the  banks  and 
increase  their  lending  powers.  At  present  gold 
in  the  hands  of  the  reserve  agents  is  treated  as 
no  longer  owned  by  the  banks,  but  as  paid 
irrevocably  into  a  redemption  fund,  where  it 
simply  offsets  an  equal  amount  of  notes  in 
circulation.  The  percentage  of  reserve  to  out- 
standing notes  now  represents  the  relation  be- 
tween gold  in  the  hands  of  the  banks  and  the 
amount  of  outstanding  notes  after  deducting 
from  the  latter  the  amount  of  gold  held  by  the 
agents. 

If  the  Senate  passes  the  bill  reported  by  its 
committee,  and  the  House  passes  the  bill  re- 
ported by  its  committee,  the  issue  will  be  de- 
termined in  conference. 

The  Senate  Committee  has  proposed  a  dif- 
ferent change  in  the  reserve  requirements. 
After  providing  that  the  actual  net  reserves  of 
the  three  classes  of  member  banks  in  the  re- 
serve banks  shall  be  not  less  than  6,  10  and  13 
per  cent,  of  their  own  demand  deposits,  and 
three  per  cent,  of  their  time  deposits,  it  pro- 
vides that: 

"Every  member  bank  shall  maintain  in  its. own  vaults 
an  amount  of  specie  or  currency  equal  to  at  least  four 
per  ccntimi  of  its  demand  deposits  less  the  amount  of 
those  reserves  with  the  Federal  reserve  bank  which  arc 
in  excess  of  the  minimum  reserves  required  by  this 
section." 

Bank  Credit  and  The  War  Loans. 

The  borrowings  of  the  belligerent  governments 
are  upon  such  an  enormous  scale  that  even  the 
financiers  who  have  best  understood  the  re- 
sources of  these  countries  are  astonished  at  the 
facility  with  which  the  successive  loans  are 
placed.     Naturally  there  is  great  interest  in  the 


bank  statements,  as  these  give  the  most  definite 
information  to  be  had,  touching  the  question 
whether  the  loans  are  taken  up  by  the  public 
out  of  current  income  or  handled,  cither  directly 
or  mdirectly,  by  an  increasing  use  of  bank  credit. 
The  total  of  all  British  Treasury  loans  from 
the  outbreak  of  the  war  to  the  close  of  1916  was 
approximately  $14,000,000,000,  and  something 
more  than  one-half  of  this  sum  was  placed  in 

1916.  Loans  made  in  the  United  States  up  to 
that  date  aggregated  about  $850,000,000,  and  se- 
curities sold  here  have  been  estimated  at  $2,000,- 
000,000.  A  loan  was  placed  in  Canada,  and  there 
have  been  scattered  sales  of  bonds  and  Treasury 
bills  in  other  countries,  but  on  the  other  hand 
there  have  been  important  sales  of  Russian  and 
French  Treasury  bills  in  London,  and  some  capi- 
tal has  been  raised  in  England  for  industrial  pur- 
poses. Apparently  as  much  as  $11,000,000,000 
of  new  capital,  or  capital  and  credit,  has  been 
provided  in  England,  over  and  above  the  proceeds 
of  borrowings  and  security  sales  outside,  in  about 
two  and  one-half  years,  or  nearly  $4,500,000,000 
per  year.  Besides  this  there  has  been  new  taxa- 
tion, which  for  the  fiscal  year  ending  March  31, 

1917,  is  expected  to  yield  $1,500,000,000.  These 
sums  are  far  beyond  any  estimates  ever  made  of 
the  net  savings  of  the  British  people. 

The  German  Imperial  Government  to  the  close 
of  1916,  had  issued  five  loans,  to  which  subscrip- 
tions aggregated  $11,187,100,000.  This  sum  was 
practically  all  raised  in  Germany,  and  since  the 
early  months  of  the  war  there  has  been  little 
opportunity  for  the  German  people  to  realize  on 
outside  investments  in  any  way  that  would  be 
helpful  in  this  respect.    How  has  it  been  done? 

The  natural  inference  is  that  credit  has  played 
a  large  part  in  the  process  in  all  countries  and  no 
doubt  this  is  true,  but  so  far  as  information  is 
available  concerning  banking  conditions  in  Great 
Britain  and  Germany,  bank  credit  docs  not  ap- 
pear to  be  as  large  a  factor  in  the  totals  as  might 
be  expected.  It  is  very  interesting  to  trace  the 
effect  of  an  expansion  of  loans  upon  deposits 
and  note  circulation,  but  the  data  is  rather  scanty 
on  this  side  of  the  ocean,  as  foreign  banks,  other 
than  the  banks  of  issue,  are  not  required  to  pub- 
lish statements,  and  when  they  do  the  figures  are 
not  in  all  respects  comparable. 

Creating  Bank  Credit. 

Sir  Edward  Holden,  head  of  the  London  City 
and  Midland  Bank,  at  the  recent  annual  meeting 
of  that  bank,  discussed  in  an  interesting  manner 
the  creation  of  credit,  and  gave  some  figures  for 
the  leading  English  banks.  He  said  that  from 
June,  1914,  to  June,  1916,  the  loans  of  19  lead- 
ing banks,  excluding  the  Bank  of  England, 
showed  an  increase  of  $600,000,000,  after  de- 
ducting an  amount  equal  to  their  own  aggregate 
capital  and  surplus,  and  that  deposits  showed  an 
increase  of  an  eoual  amount,  after  deducting  their 
cash  reserves.  This  clearly  indicates  the  relation- 
ship between  loans  and  deposits,  which  must  be 


constantly  borne  in  mind  in  considering  present 
conditions.  He  also  said  that  in  the  same  period 
the  Bank  of  England  created  new  credit  in  the 
sum  of  $345,000,000,  so  that  the  19  principal 
banks  together  with  the  Bank  of  England  had 
created  new  credit  in  amounts  aggregating  $945,- 
000,000.  The  19  leading  banks  have  about  three- 
fourths  of  the  business  done  by  all  banks  other 
than  the  Bank  of  England. 

In  his  statement  of  loans  Sir  Edward  Holden 
evidently  did  not  include  investments,  which  in 
the  19  banks  have  increased  by  approximately 
81,000,000,000.  He  may  be  right  in  not  includ- 
ing this  increase  as  representing  new  credit,  but 
Mr.  Goodenough,  chairman  of  Barclay  &  Com- 
pany, another  one  of  the  leading  banks,  address- 
ing his  stockholders  at  their  recent  annual 
meeting,  touched  upon  the  effect  of  having  the 
banks  subscribe  for  the  loans  on  their  own  ac- 
count in  the  following  language : 

Many  people  ask  why  the  banks  do  not  subscribe  all 
that  is  required  to  carry  on  the  war.  The  reasons 
against  tlieir  doing  so  should  be  clearly  understood. 
They  have  already  been  briefly  alluded  to  in  several 
of  the  leading  papers,  but  I  think  the  point  shou'd  be 
emphasized.  It  is  not  pood  tliat  the  banks  should  sub- 
scribe, except  for  temporary  purposes,  or  in  the  way  of 
lending  to  private  individuals  who  do  subscribe,  be- 
cause when  binl.s  subscribe  there  is  a  duplication  of 
credit  which  in  course  of  time  is  injurious  to  the  com- 
munity at  large,  causing  a  rise  in  prices  all  round  and 
a  demand  for  increased  currency,  both  of  which  are 
adverse  to  the  stability  of  tlie   foreign  exchanges 

If  an  individual  subscribes  to  the  War  Loan,  he  re- 
duces his  credit  with  the  bnnk  and  transfers  it  to  the 
Government,  and  the  Government  in  turn  pays  over  the 
amount  to  those  to  whom  they  are  indebted,  and  tliroiigh 
them  the  orijjinnl  item  of  credit  returns  to  the  hanks. 
There  is  no  duplication  of  credit,  but  merely  a  change 
of  hands.  On  the  other  hand,  if  the  banks  subscribe, 
a  fresh  item  of  credit  is  creited  in  favor  of  those  to 
whor.i  the  Government  is  indebted,  without  a  corre- 
>pondinR  reduction  of  credit  on  the  part  of  any  of  the 
bank's  customers. 

This  would  seem  to  bring  bank  subscriptions  to 
government  loans  into  the  same  class  with  bank 
loans  to  customers  who  borrow  for  the  purpose 
of  subscribing.  In  the  latter  case  new  credit  is 
plainly  created ;  in  the  case  of  bank  subscriptions 
it  would  depend  uj)on  the  manner  in  which  pay- 
ment to  the  Treasur>-  was  made.  If  payment 
was  made  by  a  transfer  of  cash  from  the  vaults 
of  the  subscribing  bank,  no  credit  would  be  cre- 
ated; and  the  same  would  be  true  if  payment  was 
made  by  drawing  upon  an  existing  credit  at  the 
Bank  of  England.  The  latter  instance  would  be 
analogous  to  the  case  of  an  individual  subscriber 
who  draxts  on  his  deposit  account.  But  if  the 
subscribing  bank  made  payment  by  creating  new 
credit  upon  its  own  books,  upon  which  the  Treas- 
ury made  drafts,  or  if  it  created  new  credit  at 
the  Bank  of  England  by  borrowing  or  re-dis- 
counting, as  many  of  the  banks  did  at  the  out- 
break of  the  war,  evidently  the  sum  total  of 
current  credit  would  be  increased  in  the  same 
manner  as  where  an  individual  borrows  of  his 
banker.  Of  course  it  would  be  only  by  this  crea- 
tion of  new  credit  that  the  banks  could  subscribe 


for  the  loans  in  toto,  the  proposition  to  which 
Mr.  Goodenough  was  addressing  himself.  More- 
over, where  the  banks  paid  for  their  investments 
by  borrowing  at  the  Bank  of  England,  the  new 
credit  would  be  created  by  that  institution  and 
appear  in  its  increased  loans. 

The  Circle  of  Payments. 

It  is  interesting  to  follow  the  process  by  which 
the  Treasury's  borrowings  of  credit  are  gathered 
in,  then  distributed  and  eventually  find  their  way 
back  in  the  form  of  customers'  deposits  to  the 
banks  from  which  they  are  originally  drawn. 
The  subscriptions  to  a  loan  are  payable  in  instal- 
ments, and  the  subscribers  draw  upon  the  banks 
in  which  they  have  deposit  accounts,  transferring 
credit  to  the  Treasury.  These  credits  are 
gathered  into  the  Bank  of  England,  and  from 
there  disbursed  by  cheque  in  payment  for  war 
materials  and  supplies.  The  recipients  deposit 
the  cheques  in  their  own  bank  accounts  and  draw 
in  payment  of  their  own  bills,  with  the  result 
that  in  due  course  a  complete  redistribution  is 
effected. 

This  is  very  simple,  and  the  casual  observer  may 
think  there  is  no  reason  why  the  operation  cannot 
be  repeated  indefinitely ;  and  so  indeed  it  may  be 
if  all  the  subscribers  to  the  loan  are  paying  their 
subscriptions  out  of  income.  In  this  event  each 
loan  gets  out  of  the  way  of  its  successors,  leaving 
them  a  clear  field.  But  if  the  subscribers  bor- 
row of  their  bankers  for  means  of  payment,  and 
these  borrowings  are  permanent,  the  re-distribu- 
tion when  completed  will  show  a  general  increase 
of  deposits  corresponding  to  the  increase  of  loans. 
The  only  way  the  deposits  which  have  been  cre- 
ated by  loans  can  be  finally  disposed  of  is  by 
having  cheques  drawn  against  them  in  payment 
of  loans.  Such  a  payment  brings  down  both  sides 
of  the  balance  sheet. 

It  does  not  follow  because  these  deposits  find 
their  way  back  to  the  same  banks  that  the  situa- 
tion is  just  as  favorable  for  another  loan  as  it 
was  before.  These  public  loans,  if  they  are  to  go 
on  indefinitely,  must  be  taken  up  out  of  net 
private  income.  The  government  may  give  a 
check  for  a  million  dollars  to  a  munitions  manu- 
facturer, but  the  latter  cannot  subscribe  the 
whole  amount  to  a  new  loan.  If  he  has  a 
profit  of  ten  per  cent.,  tliis  is  the  amount  which 
he  can  subscribe  to  the  next  loan,  provided  he 
does  not  require  any  of  the  profits  for  his  private 
living  expenses.  The  rest  of  the  $900,000  he  dis- 
burses in  the  conduct  of  his  business,  and  so  much 
of  it  as  his  employes  and  sub-cdhtractors  are  able 
to  save  they  may  invest  in  the  loan.  And  so  out 
of  each  loan  only  a  portion  can  be  caught  up  and 
made  available  for  succeeding  loans ;  the  rest 
must^come  from  savings  elsewhere,  or  be  supplied 
by  means  of  new  credit  through  the  banks. 

More  Reserves  Required. 

It  is  obvious  that  these  new  deposits,  created  by 
loans,  do  not  increase  the  ability  of  the  banks  to 


make  more  loans.  They  are  a  liability,  not  an 
asset,  and  as  they  bring  no  new  reserve  money 
they  impose  upon  the  banks  the  necessity  of  find- 
ing more  reserve  money,  unless  reserve  per- 
centages are  to  diminish.  In  the  case  of  the 
English  banks  a  credit  at  the  Bank  of  England 
is  included  with  cash  reserves,  but,  as  such 
credits  increase,  the  Bank  of  England  must  find 
gold  reserve  for  them,  or  suffer  its  percentage  to 
be  lowered.  However,  since  a  reserve  of  20  or 
25  per  cent,  is  considered  quite  sufficient  for  the 
Bank  of  England  at  this  time,  and  deposits  there 
serve  as  a  similar  reserve  for  the  banks  with 
which  the  public  commonly  does  business,  it  will 
be  seen  that  the  banking  organization  enables 
gold  in  the  central  reserve  fund  to  have  great 
sustaining  power  when  measured  against  the 
voliune  of  bank  credit. 

Moreover,  the  Treasury  furnishes  another 
form  of  credit  which  is  good  in  the  reserves  of 
all  banks  except  the  Bank  of  England,  i.e.,  the 
exchequer  notes,  against  which  there  is  a  reserve 
of  about  20  per  cent,  at  the  Bank  of  England. 
How  much  gold  there  is  in  England  which  could 
be  turned  into  the  central  reserve  fund  we  do  not 
know,  but  doubtless  there  is  a  very  considerable 
amount.  Sir  Edward  Holden  stated  that  his 
bank  held  $35,000,000  in  gold  at  the  close  of  the 
year.  The  Bank  of  England  by  tlie  last  statement 
before  the  war  showed  a  reserve  of  coin  and  bul- 
lion of  $183,357,000,  which  was  40.3  per  cent, 
of  its  demand  liabilities,  while  the  first  statement 
of  1917  showed  $276,155,550  of  gold,  which  was 
ISyi  per  cent,  of  its  demand  liabilities. 

Besides  requiring  increasing  reserves,  the 
inflation  of  bank  credit  has  an  undesirable 
effect  upon  prices,  as  indicated  by  Mr.  Good- 
enough  in  the  quotation  above,  so  that  the  busi- 
ness of  the  country,  including  the  prosecution  of 
the  war,  must  be  conducted  upon  a  rising  scale 
of  costs.  The  bank  deposits  are  a  form  of  cur- 
rency, and  when  they  increase  faster  than  the 
volume  of  business  their  value  depreciates  as  in 
the  case  of  other  forms  of  currency. 

How  the  Loans  Have  Been  Raised. 

After  allowing  for  the  increase  of  invest- 
ments and  loans  of  all  kinds  in  the  19  principal 
English  banks  and  the  Bank  of  England,  and  for 
the  sales  of  securities  and  borrowings  abroad, 
there  remains  tl^  sum  of  about  $9,000,000,000 
which  the  people  of  the  British  Isles  had  sub- 
scribed and  paid  to  the  war  loans,  up  to  the 
beginning  of  1917.  Tt  has  been  estimated  that 
in  normal  times  $2,500,000,000  was  employed  in 
the  Briti.sh  market  in  handling  commercial 
bills,  foreign  and  domestic.  This  business  is 
very  much  diminished  in  war  times.  All  that 
portion  of  British  industry  which  is  employed 
upon  war  work  is  financed  by  the  war  loans 


and  the  enormous  cash  payments  by  the  govern- 
ment together  with  higher  profits,  have  created  a 
general  situation  of  financial  ease.  The  reports 
of  bank  officials  at  their  annual  meetings  com- 
monly refer  to  the  scarcity  of  commercial  bills 
and  to  the  employment  of  funds  in  Treasury  bills. 
Therefore,  besides  the  increase  of  bank  loans, 
there  has  been  a  diversion  of  funds  from  com- 
mercial bills  to  Treasury  bills,  amounting  to  pos- 
sibly $1,000,000,000  to  $1,500,000,000. 

These  various  deductions  from  the  total  of 
war  loans  brin^  the  amount  to  be  provided  out 
of  current  income  down  to  $7,500,000,000  or 
$8,000,000,000. 

The  general  situation  is  inflated.  Prices  are 
high,  the  government's  borrowing  is  neces- 
sarily greater  in  consequence,  and,  on  the  other 
hand,  the  income  and  profits  of  the  people  are 
correspondingly  increased.  Although  5,000,000 
men  have  been  withdrawn  from  industry  for 
the  army  and  navy,  this  reduction  in  the  work- 
ing force  has  been  overcome  by  the  more  ef- 
fective organization  of  industry,  the  employ- 
ment of  women,  and  the  stimulated  exertions 
of  the  people.  The  case  of  the  London  City 
and  Midland  Bank,  as  stated  by  Sir  Edward 
Holden,  probably  illustrates  the  entire  situa- 
tion. Three  thousand  men  of  the  bank's  staff 
are  with  the  colors,  2,600  women  have  been 
employed,  and  the  business  goes  on.  Before 
the  war  the  savings  of  the  British  people  were 
estimated  at  $2,000,000,000  to  $2,500,000,000  an- 
nually, and  it  is  not  improbable  that  with  com- 
plete employment,  high  wages,  the  principal 
industries  driven  to  full  capacity,  unusual 
profits,  and  an  urgent  motive  for  saving,  they 
may  have  risen  to  $3,000,000,000  or  $3,500,- 
000,000  per  year. 

The  New  Loan. 

Since  the  above  was  written  the  results  of  the 
new  British  war  loan  have  been  announced  by 
the  Chancellor  of  the  Exchequer,  and  they  are 
more  remarkable  than  any  previous  achieve- 
ment in  finance.  The  subscriptions  aggregate 
$5,000,000,000,  not  including  any  conversions 
excepting  $600,000,000  of  short  treasury  bills. 
It  is  stated,  furthermore,  that  the  banks  have 
not  subscribed  on  their  own  account,  although 
they  gave  the  public  liberal  encouragement  to 
borrow  for  that  purpose.  It  is  evident  that  no 
such  total  could  have  been  reached  otherwise, 
and  the  London  Times  has  described  the  ar- 
rangement under  which  these  accommodations 
were  granted  as  follows: 

The  basis  of  the  "facilities"  agreed  upon  between  all 
the  important  banks  is  that,  on  the  security  of  the  new 
Loan  stock  and  with  no  other  collateral  required,  they 
will  lend  at  1  per  cent,  below  bank-rate  varying,  with  a 
minimum  charpe  of  .S  per  cent,  interest,  up  to  a  margin 
of  .S  per  cent,  on  the  issue  price.  This  practically  me.ins 
that,  towards  the  £95  required  for  subscribing  for  ilOO 
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STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  FEBRUARY  23,  1917. 

(In  Thousands  of  Dollars) 


RESOURCES 

Gold  coin  and  certiTs.  Set- 
tlement fund.  Cr.  Balances 

Gold  Settlement  Fund 

Gold  Redemption  Fund . . . 

Total  gold  reserves.. 

Legal  tender  notes.  Silver 

certf's  and  Sub.  coin 

Total  Reserves 

»  redemption  fund-F.  R. 

Boston 

12.740 

17,825 

50 

N.  Y. 

138.403 

53,768 

250 

192,421 
7.831 

Phila. 

24.070 

10.855 

100 

Clev'd 

15.010 

26310 

66 

Rich'd 

5.373 

16,826 

448 

Atlanta 

5.736 

5,197 

478 

Cbicaeo 

31,523 

32,694 

200 

St.  Louis 

9.553 

2,302 

19 

M'npl's 

11,410 

4,457 

125 

Kas.City 

7,562 

27,358 

149 

Dallas 

6.948 

7,660 

22 

S.Fr'sco 

13,027 

8,409 

15 

Total 

281,355 

213,861 

1,922 

30,615 

226 

30.841 

35,025 
233 

41,586 
202 

22,647 
121 

11,411 
1.231 

64,417 
927 

11374 
2.822 

15.992 
711 

35,069 
81 

14,630 
819 

21,451 
45 

497,138 
15.249 

20032 

35.258 

41,788 

22,768 

12.642 

65344 

14.696 

16,703 

35,150 

15.449 

21,496 

512387 

2.969 
12,749 

2.066 
33.384 

1J04 
14.130 

1,963 
10.484 

3,710 
6.681 

2,219 
3,444 

1198 
10.689 

556 
8.446 

2,467 
6,940 

300 

509 
4,950 

100 

1.141 
2317 

164 
9.552 

400 

Bills  discounted.  Members 

Commercial  paper 

Bill  bouifht  inopen  market 

Total  bills  on  hand. . 

Investment  U.  S  Bonds  .. 
One-year  U.  S.  Treas.  notes 
M  unieipal  Warrants 

Total  Famine  Assets 

Federal  Reserve  Notes,  net 
Due  fr.  other  F.  R.  Bk«.  net 

20  266 
123,966 

15,n8 

35.450 

15.434 

12.447 

10,391 

5.663 

11.887 

9.002 

9.407 

5.459 

3,658 

9,716 

144.232(c) 

1,666 
611 

71 

726 

5334 

1,999 
1.431 

4,985 
1.820 
2,962 

442 

50 

1,491 

124 

5.S61 
2,962 
2.842 

2.203 

891 

1.127 

1,409 
1,230 

515 

8,518 
963 
492 

3,403 

1,430 

506 

2,429 

1,500 

965 

29,471 
18,647 
17.124 

17,995 

41,781 

18,864 

22,214 

12.817 

7328 

23.652 

13.223 

12,561 

15,432 

8.997 

14.610 

209.474 

839 

1,409 

15,257 

68 

66.409 

14,958 

29390 
313 

1.99S 

17,133 

280 

859 

159 

11,731 

266 

1,069 
102 

8577 
2,225 

2,738 

10,307 

14,524 

668 

9362 
2.201 

4,063 
108 

55 

8,540 

187 

236 

4,560 
1310 

2,446 

1.431 

5,034 

343 

45360 

22,076 

732(h) 
136,940 

All  other  resources 

TOTAL  RESOURCES 

tJABLLlTlES 
Capital  Paid  In 

8,271 

286.894 

73330 

77,017 

44,725 

31.172 

117,233 

39.682 

33,435 

59,664 

30.^2 

890,280 

5.0S3 

340 

49,783 

94 

11JS8 

3.836 

233  J68 

23,712 

5.2S9 

1,191 

46.458 

17,396 

3,086 
138 

6,087 

1,079 

58.202 

11,649 

3,412 

1316 

26.0)8 

7,709 

6.040 

2,419 

1.859 

19.972 

3,235 

2,935 

7S3 

6,950 

937 

96,465 

12381 

2,800 

334 

27,372 

6,699 

2327 

318 

2,407 

632 

26,679 

2,178 

992 

547 

3,074 

146 

46,116 

7,147 

3,181 

2.695 

832 

25  005 

2.130 

190 

3,915 

1374 

37,007 

2,979 

85 

55,989 

Government  Deposit*. 

Re3er\'e  DeposiU,  net 

Federal  Reserve  Notes-net 
Federal  Reserve  Bank 

Notes  in  circulation 

Due  to  other  F.  R.  Banks 

net                     

13,407 
692,475 
108,826(a) 

19,061 

All  other  LiabUiUes 

TOTAL  LtABILirreS 

522 

66.409 

286  JM 

73.530 

77.017 

44,725 

31.172 

117.233 

39.682 

33  435 

59.664 

30  852 

45.360 

890,280 

(a) 
(b> 


(c) 


Total  Reserve  notes  In  dreulation  303.171. 

After  deduction  of  net  amount  due  to  other  Federal  Reserve  Banks.  732,  the  Gold  Reserve  against  Net  deposit  and  note  Liabilities 

la  71  4<  and  the  cash  reserve  is  73  6K.    Cash  Reserve  against  net  deposit  and  note  liabilities  after  setting  aside  40i(  Gold  Reserve 

against  net  liabilities  on  Federal  Reserve  Notes  in  circulation  71.6%. 

Bills  and  acceptances :  municipal  warranto :  1  - 15  days  38.154 :   16-30  day*  34,073;  31-60  days  50,528;  61-90  days  24,432;  over  90 

days  14.169.    Total  161.356. 


of  the  new  Five  Per  Cent.  Loan,  the  approved  customer 
can  borrow  i90  from  the  bank  and  need  only  provide 
£S  himself.  As  against  his  annual  dividend  of  £5  he 
will  make  himself  liable — at  5  per  cent  interest — to  pay- 
ing £4  10s.  to  the  bank  for  the  advance.  He  will  prob- 
ably find  that  the  advance  is  made  on  the  stipulation 
that  it  requires  to  be  renewed  from  time  to  time,  start- 
ing from  three  months  after  May  30,  when  the  last 
instalment  on  the  Loan  falls  due,  and  that,  formally,  the 
terms  as  to  interest  may  then  be  altered.  But  if  he 
talks  the  matter  over  with  his  banker,  he  will  also  prob- 
ably find  that  renewal  for  a  reasonable  time  will,  in 
fact,  present  no  difTiculty,  and  that  there  is  very  little 
chance  of  bank-rate  (now  SVa  per  cent.)  rising  over  6 
per  cent.,  or  of  the  banks  charging  a  sound  customer 
more  than  the  5  per  cent,  interest  now  payable. 


The  Qerman  Loans. 

The  total  of  Imperial  German  loatis  to  Janu- 
ary 1,  1917,  as  shown  above,  was  a  little  above 
$11,000,000,000.  We  have  no  recent  figures  for 
the  condition  of  the  German  banks  other  than 
the  Reichsbank,  which  corresponds  in  its  func- 
tions to  the  Bank  of  England.  From  July  23, 
1914,  to  January  1,  1917,  its  loans  and  discounts, 
including  Treasury  bills,  increased  from  about 
$200,000,000  to  about  $2,124,000,000,  or  by  ap- 
proximately $1,924,000,000.  In  tlie  same  period 
its  gold  reserve  increased  from  $323,000,000  to 
$625,000,000. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


The  National  City  Company 

The  investor  is  vitally  interested  in  securing  accurate 
information  regarding  the  status  of  issues  in  which 
funds  are  being  placed. 

Sound  judgment  results  from  complete  information, 
properly  correlated. 

The  National  City  Company  in  its  organization  has 
statistical  and  service  departments  in  which  Inter- 
national, Governmental,  Municipal,  Railroad,  Public 
Utility  and  Industrial  situations  are  studied  by 
experts  and  analyzed  as  to  their  bearing  on  securities. 

The  results  of  these  studies  are  available  to  clients 
and  customers. 

If  you  are  considering  investments  we  shall  be  glad 
to  have  you  consult  our  Service  Department  B.  57. 


The  National  City  Company 

National  City  Bank  Building,  New  York 


CORRESPONDENT  OFFICES 


PHILADELPmA,  PA. 
1421  Cbntnut  St. 

PITTS  BUROH,  PA. 
Farmera  Kank  \i\dg. 

WILKES  HA  nUF.,  PA. 
Uioen  Bank  Bldg. 

KANSAS  CITT,  MO. 
Republic  Bide. 


BOSTON,  UASS. 
66  Goocren  St. 

ALBANY,  N.  T. 
Douw  Bid;. 

BALTIMORE,  MD. 
Munsey  Bldg. 

BUFFALO,  N.  T. 
Marine  Bank  Bld(. 

DENVER,  COLO. 
First  Nat.  Bank  Bldg. 


CHICAOO.  ILL. 
1ST  So.  La  Salle  St 

LONDON.  ENO. 
8  Lombard  St. 

CLEVELAND,  OHIO 
Guardian  Bldg. 

ST.  LOUIS.  MO. 
Bank  of  Commerce  Bldg. 

SEATTLE,  WASH. 
Uoge  Bldg. 


SAN  FRANCISCO.  OAL. 
424  California  St. 

LOS    ANGELES,    CAL. 
Hibeminn  Bldg. 

DETROIT.  MICH. 
Dime  Bank  Bldg. 

WASmNOTON,  D.  0. 
741-16tliSt.N.  W. 
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Economic  Conditions 
Governmental  Finance 
United  States  Securities 


An  Eventful  Month. 

THE  past  month  has  been  one  of  the 
most  eventful  since  the  beginning  of 
the  war,  and  will  be  distinguished  in 
the  world's  calendar  for  one  of  the 
most  notable  political  revolutions  of 
history,  the  passing  of  Russia  to  a  democratic 
government.  The  ease  with  which  this  was  ac- 
complished and  the  readiness  with  which  it  has 
been  accepted  indicates  that  the  spirit  of  democ- 
racy has  permeated  all  classes,  and  that  public 
opinion  was  ripe  for  the  change.  The  govern- 
ment is  in  capable  hands,  order  and  authority  are 
maintained,  the  public  faith  is  upheld,  the  rela- 
tions of  the  country  with  its  allies  are  strengthened 
and  made  more  intimate  and  secure. 

The  manner  in  which  the  change  has  been  ac- 
complished is  immensely  creditable  to  the  Russian 
people,  and  calculated  to  give  assurance  every- 
where that  this  great  country  will  be  an  amicable 
and  trustworthy  member  of  the  family  of  free 
nations.  The  power  of  Russia  is  so  great  and 
destined  to  be  so  much  greater  that  the  whole 
world  is  concerned  that  it  shall  be  governed  and 
directed  under  the  open  methods  and  pacific 
policies  that  naturally  characterize  a  democracy. 
It  may  be  surely  said  that  there  will  be  less  re- 
sei^e  and  misgiving  in  England  and  France 
toward  the  Russian  alliance  now  that  their 
dealings  are  with  a  democratic  government,  and 
although  the  United  States  has  had  occasion  to 
recoRnize  the  friendliness  of  the  Russian  ruling 
house,  the  people  of  this  country  would  be  false 
to  their  own  principles  if  they  did  not  welcome 
the  opportunity  to  have  relations  face  to  face 
with  the  chosen  representatives  of  the  Russian 
people.  Sweden  will  have  less  apprehension  of 
her  great  neighbor.  Finland  has  already  been 
assured  of  the  restoration  of  her  liberties,  and 
Poland  has  the  hope  of  a  new  national  life.  The 
pacific  spirit  of  the  new  authorities  is  indicated 
by  the  statement  quoted  from  one  of  the  ministers 
that  Russia  will  be  satisfied  with  Constantinople 
internationalized.  Whether  or  not  the  change  is 
welcome  at  the  moment  in  the  Teutonic  na- 
tions, it  carries  assurance  against  aggression 
from  Russia  after  peace  is  once  established. 

During  the  month  China  severed  relations 
with    Germany    and    according    to    dispatches, 


New  York,  April,  1917. 

seized  the  German  shipping  in  its  ports.  China 
is  not  organized  as  a  war  power,  but  if  the  war 
is  long-continued  tlie  labor  resources  of  China 
will  be  far  from  a  negligible  factor.  Man- 
power is  as  important  in  the  industries  of  the 
warring  countries  as  on  the  fighting  lines,  and 
Qiina  can  supply  any  number  of  men.  Back 
of  the  allied  lines  Germany  can  contemplate 
all  of  the  resources  of  Asia. 

Waiting  on  Washington. 

This  country  is  at  the  brink  of  war,  and  already 
in  the  public  judgment  enduring  acts  of  war  by 
Germany,  awaiting  the  meeting  of  Congress, 
which  in  consequence  of  recent  events,  has  been 
set  forward  by  the  President  from  April  16th  to 
April  2nd.  The  scruples  that  have  been  felt  in 
some  quarters  against  resenting  the  loss  of  Amer- 
ican lives  upon  belligerent  ships,  or  upon  ships 
carrying  contraband,  have  been  satisfied  by  the 
loss  of  American  lives  upon  American  ships, 
headed  for  tliis  country  in  ballast ;  by  the  sinking 
of  American  ships,  with  the  loss  of  American 
lives,  outside  of  the  barred  zones,  bound  for  a 
neutral  port,  and  by  the  sinking  of  Belgian  relief 
ships,  and  other  neutral  ships,  in  the  lanes  dedi- 
cated to  safe  passage.  These  are  acts  of  war 
deliberately  directed  at  the  United  States,  and 
more  than  carrying  out  the  threats  upon  which 
diplomatic  relations  were  severed. 

After  waiting  more  than  a  month  to  avoid  any 
chance  of  precipitating  a  collision,  American 
ships  have  been  authorized  and  assisted  to  arm 
for  self-defense  and  are  now  sailing  their  routes 
freely.  An  actual  combat  between  an  American 
ship  and  a  German  submarine  is  likely  to  occur 
any  day.  This  is  a  state  of  war,  and  Congress 
probably  will  so  declare. 

The  United  States  has  stood  upon  the  defen- 
sive from  the  beginning,  asserting  the  rights  of 
neutrals  as  they  are  claimed  not  by  this  country 
alone  but  by  all  the  neutral  nations  of  the  world, 
and  as  they  are  defined  even  in  treaties  between 
this  country  and  Germany.  It  has  continued  to 
negotiate  over  a  period  of  two  years,  until  Ger- 
many has  said  that  negotiations  are  at  an  end, 
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that  its  policy  is  unchangeable,  and  emphasized 
this  declaration  by  sinking  our  ships  upon  the 
high  seas. 

Now  that  this  country  finds  itself  in  war  dis- 
cussion is  busy  as  to  the  degree  and  manner  in 
which  it  should  exert  itself.  There  is  no  longer 
any  obligation  or  reason  for  confining  itself  to 
the  defensive.  There  is  nothing  to  be  gained  by 
making  war  timidly.  When  a  country  finds  itself 
involved  in  war  the  best  it  can  do  is  to  make 
itself  as  effective  as  possible  with  a  view  to  sus- 
taining its  rights  and  reaching  an  honorable 
peace  as  soon  as  may  be.  In  the  present  instance 
it  would  seem  to  be  the  part  of  wisdom  to  let  it 
be  known  beyond  any  possibility  of  a  misunder- 
standing upon  either  side  that  this  country  joins 
the  Entente  allies  with  the  intention  of  throwing 
its  full  weight  into  the  struggle,  by  all  means  in 
its  power,  until  peace  is  achieved  by  the  defeat 
of  the  Teutonic  allies.  Obviously  considerable 
time  will  be  required  to  put  a  formidable  army 
on  the  lines  in  Europe,  but  the  fact  that  an  army 
is  training  for  that  purpose  will  not  be  without 
influence.  We  can  bear  a  part  immediately  in 
keeping  open  the  seas  and  in  supplying  money  and 
munitions  for  the  campaign  now  about  to  open  on 
both  fronts.  If  Congress  takes  action  as  ex- 
pected, the  cause  of  Belgium,  Great  Britain,  Can- 
ada, Australia,  France,  Italy,  Russia,  Serbia, 
Rumania,  Portugal,  is  the  American  cause,  with- 
out reservations,  until  the  war  is  over.  This  is 
the  inevitable  situation. 

Preparations  For  War. 

The  Council  of  Defence  has  been  busy  for 
many  months  planning  for  the  organization  of 
the  country's  industries  to  support  the  army  and 
navy  in  the  event  of  war,  and  the  resources  placed 
at  its  command  are  very  great.  The  immediate 
requirements  of  the  government  will  not  in  them- 
selves amount  to  a  very  large  percentage  of  the 
aggregate  capacity,  but  coming  at  a  time  when 
capacity  is  already  engaged  for  months  ahead  the 
effect  is  to  make  the  situation  more  difficult  for 
private  buyers.  This  is  particularly  the  case  in 
the  steel  industry  and  with  special  reference  to 
ship  plates.  There  is  the  most  urgent  demand 
for  plates  for  merchant  ships,  and  the  mills  are 
sold  up  on  their  output  far  into  1918,  but  the 
government  will  have  the  first  call  if  it  wants  it. 

The  whole  industrial  situation  has  tightened  up, 
for  besides  the  capacity  taken  up  by  government 
orders  the  imminence  of  government  orders,  has 
given  a  spur  to  other  business.  As  is  always  the 
case  when  new  demands  develop  there  is  a 
scramble  all  around  to  cover  future  requirements. 
It  is  evident  that  the  productive  capacity  of  this 
country  will  be  used  to  the  limit  throughout 
this  year,  and  until  the  war  requirements  are 
done  with.  In  view  of  the  national  emergency 
it  is  time  to  sound  a  warning  for  patriotic 
reasons    against    all    unnecessary    undertakings 


or  expenditures  which  will  divert  labor  or 
money  from  the  most  important  uses.  Work 
which  can  go  over  to  another  year  should  be 
postponed  in  the  common  interest.  The  war 
needs  should  have  the  first  call  on  the  indus- 
tries. For  economic  reasons  also,  this  is  no 
time  for  capital  investments  which  can  be 
made  later. 

One  of  the  most  important  phases  of  pre- 
paredness is  readiness  to  subscribe  for  the 
loans  which  will  be  offered  by  our  own  and  the 
allied  governments.  The  Federal  Reserve  Board 
has  issued  a  statement,  explaining  that  its  an- 
nouncement of  last  November  was  misunder- 
stood. It  not  only  says  that  the  taking  of  for- 
eign loans  is  a  proper  method  of  balancing  the 
exchanges,  but  encourages  all  banks  to  carry 
such  securities  in  moderate  amounts,  and  to  as- 
sist in  placing  them  with  the  public. 

In  view  of  much  that  has  been  said  of  the 
ability  of  the  banks  to  take  a  great  govern- 
ment loan,  it  is  well  to  emphasize  the  fact 
tliat  it  is  far  more  desirable  to  have  the  loans 
taken  by  private  parties.  The  economic  dif- 
ference between  having  the  banks  create  new 
credit  and  having  the  public  use  the  bank 
credit  already  existent  was  set  out  at  length 
in  this  publciation  last  month,  in  connection 
with  British  government  borrowings.  If  the 
banks  create  new  credit,  the  cfTect  will  be  to 
inflate  the  situation  and  increase  the  reserve 
requirements.  Moreover,  the  bank  situation 
should  be  kept  free  and  strong  to  deal  with 
the  business  situation.  The  late  British  loan 
was  floated  without  bank  subscriptions  and 
bank  subscriptions  to  the  late  $150,000,000 
Canadian  loan  were  all  declined  when  it  was 
found  that  the  loan  could  be  filled  without 
them. 

The  banks  should  subscribe  as  the  Board  sug- 
gests, but  chiefly  with  a  view  to  distribution,  and 
the  American  public  should  be  prepared  to  take 
the  bonds  as  a  patriotic  service.  Saving  for 
the  loans  should  be  in  order  here  as  it  has  been 
abroad.  There  are  protests  against  economy  on 
the  ground  that  it  may  disarrange  business  and 
perhaps  occasion  losses  and  unemployment  in 
some  quarters.  There  is  but  slight  danger  of 
unemployment  while  the  war  lasts,  and  it  wiU 
only  be  possible  to  supply  labor  where  it  is  most 
needed  by  releasing  it  elsewhere.  Business  is 
inevitably  disturbed  by  war,  and  ever}'body  must 
adjust  his  affairs  to  the  needs  of  the  hour.  When 
the  labor  supply  is  utterly  inadequate  is  no  time 
to  make  unnecessary  work  on  the  plea  of  keep- 
ing somebody  busy. 

General  Business  Conditions. 


The  railway  situation  is  better,  and  trade  is 
larger.  Bank  clearings  for  the  first  three  months 
of  the  year  outside  of  New  York  have  been  about 
25  per  cent,  higher  than  last  year,  and  last  year 
they  were  about  50  per  cent,  over  1915,  but  the 


gain  for  the  past  year  has  been  mainly  due  to 
higher  prices.  The  production  of  pig  iron  was 
at  high  water  mark  last  October,  when  it  was  at 
the  rate  of  41,314,000  tons  per  annum,  but  in 
February  the  rate  was  down  to  34,376,000  tons 
per  annum,  all  on  account  of  congestion  on  the 
railways,  and  now  pig  iron  is  up  to  $38  and  $40 
per  ton  for  prompt  delivery.  The  state  of  the  de- 
mand for  all  kinds  of  iron  and  steel  goods  may 
be  judged  by  the  eagerness  with  which  pig  iron 
is  being  taken  for  delivery  in  1918  at  $35  per  ton. 

With  the  opening  of  spring  and  the  slackening 
of  the  demand  for  coal  for  house-heating  pur- 
poses, the  coal  situation  is  easier,  but  coal  is  up 
to  stay  while  the  industrial  and  railway  demand 
remains  what  it  is  now.  There  is  great  activity 
in  opening  new  mines,  but  no  one  knows  where 
the  labor  for  them  will  come  from  unless  it  is 
obtained  by  outbidding  the  operators  of  the  old 
properties. 

Raw  cotton  has  moved  up  above  19  cents  per 
pound,  influenced  in  part  by  unfavorable  weather 
reports  from  the  South.  East  of  the  Mississippi 
now  the  weather  is  too  wet  and  in  Texas  it  is  too 
dry.  The  season  is  late  and  that  makes  the  weevil 
more  difficult  to  combat.  Cotton  goods  continue  to 
move  readily  and  prices  are  firm.  Wool  holds 
very  high,  and  it  is  said  that  more  than  one-half 
of  the  Montana  crop  has  been  contracted  on  the 
sheep's  backs  at  40  to  45  cents  per  pound.  The 
British  authorities  have  permitted  American 
buyers  to  bid  on  10,000  bales  at  the  London  sales 
this  month.  Woolen  and  worsted  goods  are  ex- 
pected to  be  much  higher  to  the  public  next  fall. 

Building  operations  for  the  first  three  months 
of  1917  make  a  showing  about  equal  in  amount 
involved  with  those  of  a  year  ago,  but  in  view  of 
the  advance  in  costs  it  is  quite  certain  that  the 
amount  of  work  is  reduced. 

The  labor  situation  is  serious  everywhere  under 
the  pressure  of  advancing  prices  for  food  and 
other  necessities. 

Financial  Conditions. 

There  is  absolutely  nothing  in  prevailing  mone- 
tary conditions  to  indicate  that  the  country  is  on 
the  verge  of  war.  Money  is  as  easy  as  the  pro- 
verbial old  shoe.  Credit  is  granted  with  cus- 
tomary freedom  for  the  usual  commercial  re- 
quirements, and  there  is  not  much  demand  for 
other  purposes.  The  international  situation 
has  been  strained  so  long  that  the  element  of 
surprise  is  eliminated  and  the  public  is  fully 
prepared.  The  countries  of  Europe  have  passed 
through  nearly  three  years  of  war  without 
serious  financial  alarm  in  any  of  them,  and 
industry  and  trade  may  be  expected  to  go  on 
here  with  less  interruption  than  with  them. 
This  country  has  had  two  years  of  great  pros- 
perity to  strengthen  it,  while  they  have  been 
undergoing  losses  of  every  kind. 

The  figures  of  the  statements  of  the  national 
banks  on  March  5  are  not  yet  compiled,  but  it  is 


evident  that  deposits  the  country  over  have  made 
a  new  high  record,  and  apparently  reserves  are 
slightly  greater  than  in  December.  Gold  con- 
tinues to  come  into  the  country,  and  the  move- 
ment to  the  interior  which  was  suspended  in 
January  and  February  has  been  resumed.  The 
Federal  reserve  bank  of  this  city  lost  $58,000,000 
through  its  settlements  with  the  other  reserve 
banks  in  March.  This  is  a  normal  distribution  of 
the  huge  amounts  due  for  the  products  of  the 
country  sold  at  high  prices. 

The  figures  for  demand  deposits,  loans  and 
discounts,  legal  reserves  and  surplus  reserves  of 
the  New  York  Clearing  House  banks  on  March 
24,  1917,  December  30,  1916  and  April  1,  1916 
are  shown  herewith : 

March  24,    December  30,  April  1, 

1917                  1916  1916 
Demand     d  e  - 

posits    $3,659,266,000  $3,334,272,000  $3,402,301,000 

Loans       and 

discounts  ...  3,582.286.000    3,339.450.000  3,370.348.000 
Legal  reserves.     774,282,000      691,842,000  705,394,000 
Surplus    re- 
serves       142,765,360      117,335,690  123,823,000 

The  Secretary  of  the  Treasury  has  borrowed 
upon  certificates  of  indebtedness  at  two  per  cent, 
interest,  $50,000,000  from  the  Federal  reserve 
banks,  in  anticipation  of  the  income  tax  payments 
which  will  come  in  June.  The  deficit  in  the  rev- 
enues for  the  present  fiscal  year  to  March  27th 
was  $183,808,916. 

The  President  will  probably  lay  before  Con- 
gress immediately  a  request  for  authority  to  do 
the  permanent  financing  which  will  be  required, 
and  it  is  expected  that  his  plan  will  not  only  pro- 
vide for  the  expenditures  of  our  own  government, 
but  for  extensive  loans  to  the  countries  to  which 
by  our  entrance  into  the  war  we  will  become 
allied.  Great  Britain  despite  her  own  heavy  ex- 
penditures has  been  lending  largely  to  her  allies, 
and  even  France  has  participated  in  loans  to  Italy, 
Belgium  and  Serbia. 

The  authority  now  existing  for  bond  issues  is 
for  the  amounts  and  upon  the  terms  described 
below : 

Authority  to  Borrow  Money. 

Under  Section  400  of  the  Revenue  Act  of 
March  3,  1917.  To  meet  expenditures  for 
Alasl<an  Railway,  on  account  of  tlie  Mex- 
can  situation,  for  armor  plant  and  the 
purchase  of  the  Danish  West  India  Is- 
lands, bonds  to  be  redeemable  and  pay- 
able within  50  years,  at  not  exceeding  3% 
per  annum $100,000,000 

Under  the  second  proviso  of  Section  400 
of  this  act  and  for  the  purposes  enumer- 
ated above  so-called  Panama  bonds  to 
run  not  more  than  .50  years,  at  not  ex- 
ceeding 3%  per  annum,  about 222,000,000 

Under  Section  32  of  this  act.  to  meet  public 
expenditures,  certificates  of  indebtedness, 
not  exceeding  3%  interest,  and  run- 
ning not  longer  than  one  year 300,000,000 


Under  H.  J.  Resolution  390.  For  Naval 
Construction  or  the  expediting  thereof, 
•erial  bonds  maturing  in  equal  amounts 
from  date  of  issue  to  20  vears  from  that 
date,  at  not  exceeding  3% 150.000.000 

$772,000,000 
The  Food  Situation. 

The  closing  months  of  the  crop  year  finds  this 
country  with  a  smaller  stock  of  all  kinds  of  food 
than  at  any  time  in  many  years,  and  when  the 
world  situation  is  considered,  the  outlook  becomes 
such  as  to  demand  the  most  serious  attention  of 
our  people.  We  have  referred  to  this  subject  in 
each  issue  of  this  publication  in  recent  months, 
but  as  time  passes  the  importance  of  arousing  a 
nation-wide  interest  becomes  more  evident. 

The  government  report  of  grain  stocks  on 
March  1st  shows  that  at  best  there  will  be  no 
carr}'-over  of  wheat.  There  is  not  enough  in  the 
country  to  allow  of  exports  to  July  1st  equalling 
those  of  the  corresponding  period  last  year,  with- 
out trenching  upon  the  home  requirements  for 
bread  and  seed.  How  much  is  now  owned  for 
export  is  unknown,  but  stocks  are  unusually  light 
in  all  European  countries,  and  on  account  of  the 
scarcity  of  shipping,  ocean  charges  are  much  less 
from  America  than  from  Australia  or  India, 
which  are  the  only  other  countries  which  can  sup- 
ply much  wheat  between  now  and  July.  Argen- 
tina has  now  put  an  embargo  upon  exports  of 
wheat  and  flour.  Latest  reports  from  Russia  are 
that  there  is  no  accumulation  of  wheat  at  the  sea- 
ports, and  that  owing  to  inadequate  storage  facili- 
ties in  the  interior  much  of  the  surplus  production 
of  that  country  has  been  wasted. 

All  the  grains  are  selling  in  our  primary  mar- 
kets at  higher  prices  for  cash  than  for  the  May 
delivery,  indicating  that  the  supply  scarcely  meets 
the  current  demand.  Millers  are  paying  $2  per 
bushel  for  wheat  at  Kansas  City,  com  has  sold 
as  high  as  $1.19  per  bushel  in  the  same  market, 
and  oats  are  bringing  several  cents  above  the  Qii- 
cago  price  at  railway  stations  in  central  Illinois 
for  shipment  to  the  South. 

Cattle,  hogs  and  sheep  have  advanced  during 
the  past  month  to  new  high  records,  selling  in 
Chicago  market  up  to  and  above  $15  per  hun- 
dred pounds,  live  weight.  On  the  21st  instant 
the  top  price  on  hogs  in  Buffalo  was  $16,  in  Oii- 
cago.  $1.S.30;  Indianapolis,  $15.40;  St.  Louis, 
$15.40;  Kansas  City,  $15.  A  pig  weighing  165 
pounds  brings  about  $25,  against  about  $16  .it 
the  average  price  throughout  1916.  The  total 
receipts  of  hogs  at  eleven  principal  markets  from 
Tanuarv  1st  to  March  28th.  were  8,003.000.  or 
1,110,000  less  than  in  corresponding  period  last 
year.  This  is  the  result  of  a  short  com  crop, 
which  forced  heavy  marketing  last  fall. 

Foreign  reports  upon  growing  crops  indicate 
that  all  the  importing  countries  will  be  even  more 
dependent  upon  America  next  year  than  in  the 
year  now  closing.    Germany  is  unable  to  import, 


but  the  recent  warning  of  the  Vice-Chancellor 
that  the  German  people  must  be  prepared  for  an- 
other short  crop  is  indicative  of  general  crop  con- 
ditions in  Europe.  The  Chairman  of  the  Com- 
mittee on  Agriculture  of  the  French  Chamber  of 
Deputies  estimates  that  France  will  have  to  im- 
port during  the  coming  year  127,000.000  bushels 
of  wheat,  which  compares  with  57.000,000  in 
1913  and  26,000.000  in  1912.  The  British  gov- 
ernment has  taken  action  to  induce  an  increas- 
ed home  production  by  guaranteeing  a  mini- 
mum price  for  home  grown  wheat  of  $1.40  per 
bushel,  with  a  maximum  of  $1.90;  this  offer  to 
stand  for  six  years.  An  offer  to  take  the  entire 
Canadian  crop  for  1917  at  $1.30  per  bushel  at 
Fort  William  has  been  rejected  by  the  Canad- 
ian agricultural  societies,  which  have  made  a 
counter-proposal  of  $1.50. 

American  Outloolc. 

The  United  States  entered  the  crop  year  begin 
ning  last  July  with  a  carried  over  stock  estimated 
by  the  Department  of  Agriculture  at  164,000.000 
bushels.  The  1917  crop  amounted  to  640.000.000 
bushels,  making  the  total  available  supply  804.- 
000.000.  The  exports  of  wheat  from  July  1. 
1916.  to  March  24.  1917,  including  flour, 
amounted  to  255.733.839  bushels  against  322,021,- 
516  bushels  in  the  corresponding  period  the  pre- 
ceding vear.  The  winter  wheat  area  this  vear  is 
40,090,000  acres,  which  is  about  900.000  acres 
larger  than  last  year's.  The  crop  wintered  badly 
last  year,  the  amount  ploughed  up  being  unusu- 
ally large,  but  the  present  outlook  is  no  better. 
Conditions  in  the  spring  wheat  territory  are 
favorable,  on  account  of  the  heavy  snow-f.ill.  but 
beyond  that  it  is  too  early  for  signs.  We  must 
grow  at  least  200,000,000  more  bushels  of  wheat 
this  year  than  we  did  last  in  order  to  meet  the 
world's  demands  upon  us  and  have  as  much  for 
our  own  consumption  as  we  have  had  in  the 
past  year,  and  at  this  writing  the  prospect  for 
such  increase  is  not  encouraging. 

Stocks  of  canned  goods  will  be  cleaned  out.  A 
trade  letter  from  Baltimore,  which  is  one  of  the 
most  important  markets  for  canned  vegetables, 
says: 

"How  high  will  prices  go?"  No  condition  has  existed 
in  past  years  with  which  the  present  situation  can  be 
compared.  Figures  that  two  months  ago  looked  ab- 
surdly fiigh  are  now  way  below  the  market. 

The  situation  as  to  the  supply  of  tin  cans  for 
the  new  crop  is  giving  concern,  but  is  being 
handled  by  a  committee  which  includes  represen- 
tatives of  the  tin  plate  manufacturers,  railroads, 
canning  companies  and  the  government. 

In  all  parts  of  tlie  country  there  is  now  a  live 
interest  in  this  year's  crop,  but  from  many  quar- 
ters the  comments  are  pessimistic  as  to  the  possi- 
bility of  doing  anything  to  stimulate  or  insure  an 
increased  production.  The  farmers  will  do  the 
best  they  can  it  is  said,  but  the  shortage  of  labor 
cannot  be  overcome,  and  the  problem  is  too  large 


to  be  dealt  with  in  the  hope  of  immediate  results. 
A  correspondent  writing  from  a  good  agricultural 
county  of  New  York  says: 

The  farmers  (with  exceptions)  are  between  the  devil 
and  the  deep  sea — they  hardly  know  which  way  to  turn, 
the  short  crops  of  1916,  and  the  extremely  high  cost 
of  everything  they  feed  their  stock  or  put  on  their 
table,  also  clothing  and  shoes,  has  found  them  coming 
out  of  tlie  winter  with  all  of  tlieir  money  gone.  Many 
with  a  mortgage  and  old  bills  unpaid  and  prospects  of 
prohibitive  price  of  seed  for  the  coming  season.  Only 
about  one  farmer  in  five  have  seed  potatoes.  I  look 
for  a  very  small  acreage  around  here. 

1  know  several  farmers  that  are  going  to  sell  their 
stock  and  practically  abandon  their  farm  in  a  way. 
They  say  they  have  to  pay  such  a  high  price  for  seed, 
they  have  all  tlie  weather  conditions  to  contend  with, 
and  in  tlie  end  may  be  worse  off  than  they  are  now. 

.'Another  very  serious  factor  is  labor,  all  of  the  grown- 
up boys  and  girls  are  going  to  the  towns  and  cities, 
lured  there  by  high  wages  in  factories  and  stores,  where 
they  only  have  to  work  eight  hours. 

The  eight-hour-day  is  the  worst  bl.nck  eye  agriculture 
ever  got,  for  it  is  impossible  to  adapt  it  to  farm  work. 
The  only  ones  left  on  the  farm  are  the  old  folks  and 
small  children ;  when  a  man  attends  to  a  few  cows, 
horses,  etc.,  what  time  has  he  left  to  cultivate  many 
acres? 

How  to  help  or  finance  the  farmer  is  a  problem.  If 
there  was  some  way  to  advance  him  seed,  but  the  ques- 
tion is  so  complex  and  would  require  such  a  vast  sum 
that  the  idea  is  staggering.  But  if  some  method  is  not 
worked  out,  you  are  going  to  see  shorter  crops,  higher 
prices,  and  more  hungry  people  tlian  ever  before. 

There  are  many  reports  of  a  shortage  of  seed, 
particularly  of  potatoes  in  localities  where  last 
year  the  crop  was  a  failure.  The  New  York 
State  Commissioner  of  Agriculture  has  conducted 
an  inquiry  as  to  farm  conditions  in  this  State, 
and  summarizes  the  result  as  to  potatoes  as  fol- 
lows: 

The  high  prices  prevailing  for  seed  potatoes,  the 
difficulty  in  obtaining  satisfactory  quality,  and  the 
scarcity  and  high  cost  of  farm  labor  will  undoubtedly 
have  a  serious  effect  and  greatly  reduce  the  acreage  in 
this  State. 

We  understand  that  unless  steps  are  taken  to 
remedy  tlie  situation  the  acreage  in  potatoes  in 
New  York  State  in  this  year  of  greatest  need, 
is  hkely  to  be  reduced  from  twenty-five  to  forty 
per  cent,  from  what  it  ordinarily  is.  A  letter 
from  the  Acting  Dean  of  the  New  York  State 
College  of  Agriculture,  Cornell  University,  refers 
to  the  labor  situation  on  the  farms  as  follows: 

Equally  important  this  year  is  the  extreme  short- 
age of  labor,  making  it  impossible  to  get  the  work 
done.  Prof.  Montgomery  recently  made  a  canvass 
of  a  number  of  farms  lying  east  of  the  University 
and  he  found  only  one  hired  man  on  ten  farms.  I 
do  not  know  how  representative  this  may  be,  but 
the  situation  is  acute.  Farmers  are  paying  unpre- 
cedented wages  to  labor,  but  they  still  cannot  com- 
pete with  the  factories. 

The  Bureau  of  Labor,  Washington,  D.  C.  has 
compiled  statistics  from  which  it  concludes  that 
i6  per  cent,  of  the  farm  laborers  of  the  country 
have  gone  to  the  towns  for  employment  within 
the  last  year. 

What  Can  Be  Done. 

While  it  is  true  that  the  situation  of  agricul- 
ture, and  its  relation  to  the  national  welfare, 


requires  more  comprehensive  treatment  than  can 
be  hastily  given,  there  is  reason  to  believe  that 
much  can  be  done  which  will  show  results  in  this 
year's  crop,  if  the  business  men  of  all  localities 
will  rise  immediately  to  the  occasion.  Foreign 
governments  are  buying  farm  tractors  in  this 
country  in  large  numbers  in  order  to  make  good 
the  shortage  of  labor.  A  call  for  enlistments  in 
this  country  will  probably  draw  hundreds  of  thou- 
sands of  young  men  from  the  farms,  and  unless 
their  loss  is  made  good  by  implements  and  the 
labor  of  women  it  will  appear  in  a  reduction  of 
the  crops.  The  question  of  seed  supply  is  impor- 
tant. The  threatened  reduction  of  potato  acreage 
in  New  York  State  is  because  seed  is  not  to  be 
had  locally,  the  price  is  very  high,  and  unless 
there  is  an  organized  effort  to  supply  seed  the 
planting  will  be  curtailed.  Something  needs  to 
be  done  to  overcome  inertia  and  make  it  con- 
venient to  do  the  usual  planting  and  increase  it. 
The  fertilizer  question  is  an  important  one.  The 
short  supply  of  potash  is  an  unfavorable  condi- 
tion for  the  potato  crop  which  should  be  overcome 
as  far  as  possible.  Every  available  pound  of 
fertilizer  should  be  used  on  the  crops  this  year. 
The  clioice  of  crops  to  be  planted  in  view  of  con- 
ditions this  year  is  a  matter  upon  which  expert 
advice  may  be  wanted.  And  finally  there  is  an 
important  amount  of  labor  in  all  towns  in  the 
agricultural  districts  which  can  be  loaned  to  the 
farmers  at  the  critical  periods.  This  would  be 
systematically  done  if  it  were  a  life  and  death 
question  in  each  locality — and  this  year  there  is  a 
world  emergency  which  calls  for  just  such  or- 
ganized effort.  Every  county  should  have  a 
committee  composed  of  leading  business  men  to 
plan  and  manage  a  general  campaign  of  co-opera- 
tion to  get  the  most  that  can  be  had  out  of  the 
soil.  A  Wisconsin  banker  recommends  that  much 
road  work  can  be  suspended  this  year,  and  there 
is  work  of  many  kinds  that  can  be  laid  aside  for 
the  present.  A  little  money  or  credit  which  a 
farmer  may  hesitate  to  solicit  may  be  of  material 
assistance  in  enlarging  the  yield  of  his  farm,  and 
it  comes  home  now  as  never  before  that  the  whole 
country  is  interested  in  the  yield  of  each  farm. 
Moreover,  the  lessons  taught  by  one  year  of  such 
co-operation  will  be  of  lasting  value.  The  serv- 
ices of  a  County  Agent  will  be  exceedingly  use- 
ful in  connection  with  such  a  county  organization, 
and  the  aid  of  the  national  government  can  be 
had  in  paying  for  his  services. 

The  largest  opportunity  for  increasing  farm 
production  is  in  the  Southern  States,  where  even 
the  farmers  have  been  accustomed  to  buy  from 
other  sections  of  the  country  a  large  part  of  the 
food  supplies  for  tliemselves  and  work  animals. 
The  world  can  put  off  the  purchase  of  clothing 
longer  than  it  can  the  purchase  of  food,  and 
under  present  conditions  the  South  cannot  afford 
to  rely  upon  cotton  as  a  means  of  obtaining  its 
own  foo(L 


Vegetable  OardeiM. 

After  all  is  done  that  can  be  done  in  the  way 
of  stimulating  farm  production,  it  is  perhaps  true 
that  the  best  chance  for  immediate  results  is  in 
tlie  extension  of  garden  cultivation,  because  the 
time  to  work  small  garden  plots  can  be  found 
outside  of  regular  avocations.  The  supply  of 
common  vegetables  can  be  very  largely  increased 
by  the  gardens,  but  the  extension  of  gardens 
also  requires  organized  effort.  Ground  must  be 
provided  and  placed  at  the  disposal  of  those  will- 
ing to  use  it.  Instruction  may  be  needed  in  the 
application  of  fertilizers  and  in  cultivation,  and 
aid  in  securing  seeds.  In  every  village  of  tliis 
country  this  matter  should  be  taken  in  charge 
by  some  organization.  A  garden  club,  in  which 
all  the  local  civic  organizations  are  represented,  is 
a  good  medium  of  operations.  In  some  localities 
the  women's  clubs  are  taking  up  the  work,  in 
others  the  commercial  clubs  are  leading  off.  In 
Richmond,  Virginia,  the  school  board  has  under- 
taken to  supply  vacant  lots  for  cultivation  by  the 
school  children,  and  this  is  an  excellent  idea  for 
general  adoption.  There  is  nothing  which  it  is 
more  desirable  to  have  taught  to  the  children 
than  the  mysteries  of  plant  life  and  the  processes 
by  which  food  is  produced.  If  this  emergency  is 
intelligently  seized  upon  to  create  a  wide  interest 
in  agriculture  and  in  garden  cultivation  most 
valuable  results  will  follow. 

The  people  who  have  grounds  and  help  to  work 
them  should  make  it  a  point  to  grow  their  own 
food,  thus  diminishing  the  demands  upon  the  mar- 
ket. Public  institutions  which  have  ground  that 
can  be  utilized  should  do  the  same. 

A  most  encouraging  development  is  the 
movement  by  large  employers  to  provide  gar- 
den plots  for  their  employes.  The  Carnegie 
Steel  Company  has  rented  200  acres  of  land 
near  its  Youngstown  works  which  it  will  sub- 
divide and  offer  to  employes  for  their  cultiva- 
tion. The  company  will  plow  the  land  and 
supply  fertilizer.  Numerous  similar  announce- 
ments are  made,  indicating  that  the  movement 
may  become  widespread,  and  it  is  highly  de- 
sirable that  this  shall  be  the  case.  The  em- 
ployer is  interested  because  the  whole  indus- 
trial situation  may  be  disorganized  by  high 
prices  for  food,  and  the  wage-earners  are  inter- 
ested because  unless  sufficient  food  supplies 
are  grown  no  possible  wage-advances  can  pro- 
vide enough  for  all. 

An  Alarming:  Situation. 

The  main  facts  of  the  situation  are  such  as 
must  appeal  to  every  one.  The  whole  world  is 
bare  of  food  supplies,  and  dependent  up)on  the 
crop  of  1917.  The  fields  of  Europe  are  poorly 
tended  and  scantily  fertilized,  with  the  re- 
sult that  a  short  crop  is  already  foreshadow- 
ed. Our  own  winter  wheat  crop  is  unprom- 
ising. We  are  on  the  verge  of  war,  which 
will  make  necessary  a  call  of  men,  many  of 


whom  will  come  from  the  farms,  and  the  with- 
drawal of  others  from  shops  will  create  vacan- 
cies which  to  some  extent  will  be  filled  from 
the  farms.  The  first  essential  requirement  in 
time  of  war  or  time  of  peace  is  that  the  people 
shall  have  food,  and  with  world  conditions 
what  they  are  now  this  country  cannot  afford 
to  allow  the  food  supply  for  the  coming  year 
to  be  determined  by  the  ordinary  influences 
affecting  production.  In  time  of  war  govern- 
ments resort  to  conscription  to  fill  the  armies, 
and  abroad  they  are  taking  hold  of  food  pro- 
duction in  the  same  manner.  There  is  no  time 
now  in  this  country  for  anything  but  volun- 
tary effort,  but  there  should  be  enough  of  spon- 
taneous initiative  and  enterprise  in  every  com- 
munity to  take  the  action  which  the  common  in- 
terest plainly  requires.  It  is  the  first  and  im- 
mediate opportunity,  in  which  every  commu- 
nity can  share,  to  do  something  for  prepared- 
ness, and  it  is  a  patriotic  duty.  There  is  no 
danger  of  an  unprofitable  crop  upon  the  farms, 
or  that  the  people  who  grow  their  own  vege- 
tables will  lose  money  by  it.  A  very  great  ef- 
fort is  necessary  in  a  matter  of  this  kind  to 
make  any  considerable  change  in  the  total  pro- 
duction of  the  country,  and  as  the  planting 
season  is  now  on  there  is  not  a  day  to  be  lost. 
The  price  of  food  next  winter,  with  all  that 
hangs  thereon,  depends  upon  the  efforts  of  the 
next  few  weeks.  We  venture  to  hope  that  the 
bankers  of  every  locality  will  be  among  the 
first  to  move  for  community  action. 

An  officer  of  the  Yale  National  Bank,  New 
Haven,  in  a  recent  letter  writes  as  follows : 

"We  have  talked  this  matter  over  in  our  Board  meet- 
ings many  times  and  have  arrived  at  the  conclusion  that 
we  ought  to  do  something  to  help  it.  The  result  of 
this  talk  has  been  that  we  are  about  to  place  a  man  in 
the  field  to  go  around  in  this  section  among  the  agri- 
culturists and  cooperate  with  them,  finding  out  their 
needs  and  having  the  bank  help  them  in  a  financial  way. 
This,  of  course,  only  applies  locally,  but  we  hope  that 
all  of  the  banking  interests  will  become  more  directly 
concerned  in  this  promotion  of  farming  matters.  We 
are  beginning  to  realize  that  we  have  too  many  con- 
sumers in  this  country  to  producers." 

Regulating  Commodity  Prices. 

We  are  approaching  the  end  of  the  crop  year 
1916-17.  Already  new  supplies  are  beginning 
to  appear  in  the  markets.  It  has  been  a  year 
of  scarcity,  of  high  prices,  of  hardship  to  peo- 
ple of  small  incomes,  and  naturally  of  many 
complaints  that  prices  were  artificial.  Now 
that  the  season  is  nearly  over  it  is  possible  to 
judge  of  the  facts  more  clearly  than  at  an 
earlier  date.  The  test  of  whether  prices  were 
artificially  high  is  found  in  the  prices  and  state 
of  supplies  at  the  end  of  the  season.  It  is 
recognized  by  economists  that  high  prices  play 
a  legitimate  and  even  necessary  part  in  con- 
serving supplies  when  there  is  an  actual  short- 
age.   There  is  no  influence  so  effective  in  se- 
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curing  widespread  economy  in  consumption 
and  in  the  use  of  substitutes.  It  is  therefore 
accepted  that  when  a  shortage  exists  it  is  bet- 
ter that  the  fact  should  be  known,  and  that  the 
restrictive  influence  should  be  felt  from  the  be- 
ginning, than  that  prices  should  be  held  down 
to  normal  with  consumption  proceeding  as 
usual  until  supplies  are  practically  exhausted. 

The  government  report  of  food  in  cold  stor- 
age on  March  1st  last  shows  that  the  supply  of 
eggs  was  86  per  cent,  below  that  of  the  same 
date  in  1916,  and  all  food  supplies  were  ma- 
terially lower.  There  is  no  carried-over  sur- 
plus, nor  is  there  any  general  break  in  prices 
as  the  season's  supply  approaches  the  end. 
Throughout  the  winter  the  level  of  prices  has 
been  about  the  same  in  country  towns  as  in 
the  large  cities.  The  numerous  investigations 
and  prosecutions  have  come  to  nothing. 

It  is  clearly  desirable  that  there  should  be  a 
general  comprehension  of  the  fact  that  the  high 
prices  of  the  past  winter  have  been  due  to  fail- 
ure to  grow  and  store  enough  food  last  sum- 
mer. The  same  experience  will  be  repeated 
next  winter,  perhaps  more  severely,  unless  pro- 
duction is  increased. 

The  Paper  Situation. 

The  efforts  of  the  Federal  Trade  Commis- 
sion to  ameliorate  conditions  in  the  paper  trade 
present  an  interesting  study.  In  the  first  year 
of  the  war  the  paper  trade  was  depressed,  but 
as  prosperity  came  to  other  branches  of  busi- 
ness they  all  began  to  use  more  paper  of  all 
kinds.  Advertising  increased  in  the  news- 
papers, requiring  more  pages,  their  circulation 
increased,  and  the  demand  for  paper  finally  ex- 
ceeded the  capacity  of  the  mills.  There  not 
being  paper  enough  to  go  around,  the  consum- 
ers unprotected  by  contracts  had  to  go  into 
the  open  market  and  bid  against  each  other, 
not  an  agreeable  proceeding  but  the  common 
method  of  apportioning  an  insufficient  supply 
of  anything.  Even  high-priced  lawyers,  artists 
and  singers  apportion  their  services  upon  the 
same  general  principle,  putting  their  prices 
high  enough  to  limit  the  applicants  to  a  num- 
ber they  can  serve. 

The  fact  is  usually  lost  sight  of  that  in  time 
of  scarcity  and  advancing  prices  the  producer 
ceases  to  be  the  controlling  factor  in  price- 
making.  If  he  should  sell  at  the  normal  mar- 
gin, the  market  price  would  go  up  just  the 
same,  as  we  know  it  does  in  the  case  of  such 
staples  as  wheat  and  pig  iron.  When  pro- 
ducers are  sold  up  the  dealers  and  consumers 
make  the  market.  There  is  no  good  reason 
based  on  the  public  interest  why  a  producer 
with  due  regard  for  the  amenities  of  trade, 
should  not  have  the  benefit  of  a  naturally  ad- 
vancing market,  when  free  from  contracts. 
He  is  obliged  to  accept  the  unfavorable  devel- 


opments, and  as  a  rule  he  needs  all  the  favor- 
able ones  to  bring  him  out  with  a  fair  average 
of  success. 

The  paper  business  was  demoralized  for  sev- 
eral years  before  the  war  by  unprofitable  con- 
ditions, and  whether  a  trade  agreement  had 
anything  to  do  with  the  recent  rise  of  prices 
or  not  it  is  quite  certain  that  the  state  of  sup- 
ply and  demand  was  the  fundametnal  reason. 
The  Trade  Commission  has  undertaken  to  fix 
the  price  of  print  paper  at  2^  cents  per  pound 
by  securing  an  agreement  on  the  part  of  the 
manufacturers  to  sell  at  that  price,  but  has  also 
undertaken  to  get  an  agreement  on  the  part  of 
all  consumers  to  reduce  consumption  to  the 
extent  of  five  per  cent,  in  order  that  there  will 
be  enough  to  go  around.  This  is  asking  all 
consumers  to  sacrifice  the  same  percentage,  re- 
gardless of  the  different  degrees  of  sacrifice 
which  this  curtailment  may  involve.  The  ar- 
rangement would  be  very  welcome  to  the  pub- 
lisher who  is  unprotected  by  contract,  and  it 
may  be  quite  unwelcome  to  a  rival  who  is  well 
covered  as  to  his  wants,  or  who  is  more  inter- 
ested in  increasing  his  circulation  than  in  the 
saving  on  paper. 

It  will  be  seen  that  the  Commission  has  grasped 
the  fundamental  fact  that  in  dealing  with  a 
scarcity  it  is  necessary  to  reduce  consumption. 
Many  people  appear  to  think  that  the  only  objec- 
tionable thing  about  a  scarcity  is  that  it  enables 
certain  reprehensible  persons  to  put  up  prices. 
Even  the  Commission  refers  to  the  fact  that 
prices  have  advanced  more  than  costs  as  though 
this  in  itself  was  prima  facie  evidence  of  wrong- 
doing. But,  as  we  have  seen,  the  higher  prices 
constitute  the  natural  means  of  eliminating  a  por- 
tion of  the  demand,  and  if  this  influence  is  dis- 
carded some  other  method  of  elimination  must  be 
found.  Who  knows  that  the  horizontal  reduction 
adopted  by  the  Commission  is  more  advantageous 
to  the  public?  The  wastage  of  print  paper  is 
large  and  there  is  no  better  way  of  curtailing  it 
than  by  means  of  the  natural  price.  Moreover,  is 
it  not  a  fair  presumption  that  the  curtailment 
of  consumption  which  occurs  first  under  the  in- 
fluence of  high  prices  will  be  the  curtailment  of 
least  concern  to  the  public? 

Admitting  that  price-fixing  powers  may  be  ex- 
ercised in  great  emergencies  to  the  public  advan- 
tage, particularly  in  dealing  with  necessities,  the 
chances  for  error  are  too  numerous  to  justify 
common  attempts  to  supercede  the  law  of  supply 
and  demand.  Every  one  can  make  his  own  cal- 
culations upon  the  latter,  but  if  the  situation  is 
complicated  by  arbitrary  governmental  regulation 
the  confusion  will  be  increased. 

Railway  Wage  Settlement. 

The  country  has  been  relieved  of  the  threat 
of  a  railway  strike  which  had  been  hanging 
over  it  for  nearly  a  year,  by  the  action  of  the 
railway  companies  in  yielding  to  the  demands 


of  the  brotherhoods,  although  the  decision  of 
the  Supreme  Court  upon  the  Adamson  law, 
rendered  a  few  hours  later,  would  have  accom- 
plished the  same  result.  The  prospect  that 
tliis  country  was  about  to  become  involved  in 
war  had  become  so  imminent,  that  the  railway 
officials  were  impressed  that  they  would  not 
be  justified  in  carrying  their  resistance  to  the 
point  of  allowing  railway  operations  to  be  sus- 
pended. 

The  fact  that  they  yielded  has  been  hailed  as 
a  great  victory  for  organized  labor,  and  it  is 
doubtless  so  regarded  by  the  radical  element. 
It  can  hardly  be  denied  that  radical  leadership 
is  sustained  and  encouraged  by  the  action  of 
the  companies  in  yielding,  but  whether  that 
element  is  really  in  a  stronger  position  for  the 
future  is  not  so  certain.  In  the  long  run  public 
opinion  will  rule  over  both  railway  companies 
and  railway  employes,  and  the  Supreme  Court 
has  rendered  an  opinion  which  directly  con- 
demns the  policy  by  which  the  so-called  vic- 
tory was  accomplished. 

Supreme  Court  Decision. 

The  decision  of  the  Supreme  Court,  which 
was  rendered  by  a  vote  of  five  to  four,  is  based 
upon  the  right  of  Congress  to  regulate  inter- 
state commerce,  which  right  is  held  to  extend 
to  action  necessary  to  "save  and  protect  the 
public  interest"  where  the  latter  is  imperilled 
by  the  failure  of  the  railway  companies  and 
their  employes  to  agree  upon  a  wage  standard. 
The  reasoning  is  that  where  the  right  is  admit- 
ted to  exercise  authority  for  such  minor  pur- 
poses as  to  prescribe  reasonable  rates,  to  safe- 
guard the  persons  of  employes,  etc.,  the  right  is 
implied  to  remedy  a  situation  which  if  not  rem- 
edied would  destroy  the  railway  service  en- 
tirely, leaving  "the  public  helpless,  the  whole 
people  ruined,  and  all  the  homes  of  the  land 
submitted  to  a  danger  of  the  most  serious  char- 
acter." 

The  decision  holds  that  in  so  far  as  the  act 
fixes  wages  it  is  a  temporary  exercise  of  the 
power,  pending  an  agreement  between  the 
companies  and  their  employes,  and  for  the  pur- 
pose of  avoiding  the  suspension  of  service. 

The  dissenting  opinions  urge  that  the  act  is 
not  a  regulation  of  commerce  within  the  mean- 
ing of  the  constitution,  but  an  attempt  to  regu- 
late the  internal  concerns  of  the  carriers,  not 
differing  from  an  attempt  to  regulate  what 
they  should  pay  for  coal  or  for  interest  on  bor- 
rowed money ;  that  conceding  the  right  of  Con- 
gress to  fix  wages,  the  power  must  be  exercised 
subject  to  the  constitutional  guarantees,  and 
that  inherently  such  action  requires  investiga- 
tion and  deliberation  beforehand. 

Authority  of  Congress  Complete. 

The  main  feature  of  the  decision  is  the  estab- 
lishment of  the  principle  that  in  the  conduct  of 
railways  the  rights  of  the  public  are  paramount 


wherever  the  private  rights  of  employers  or 
employes  come  in  conflict  with  them.  The  ma- 
jority opinion  affirms  tliat  Congress  undoubt- 
edly possesses  the  power  to  provide  for  com- 
pulsory arbitration.  It  says  as  to  the  carriers 
that  by  engaging  in  a  business  "charged  with  a 
public  interest"  they  become  subject  to  the 
authority  to  regulate  possessed  by  Congress, 
and  then  goes  on  to  say  the  same  thing  of  the 
employes,  in  the  following  language : 

Here  again  it  is  obvious  that  what  wc  have  previously 
said  is  applicable  and  decisive,  since  whatever  would 
be  tlie  right  of  an  employe  engaged  in  a  private  busi- 
ness to  demand  such  wages  as  he  desires  and  to  leave 
the  employment  if  he  does  not  get  them,  and  by  con- 
cert of  action  to  agree  with  others  to  leave  upon  the 
same  condition,  such  rights  are  necessarily  subject  to 
limitation  when  employment  is  accepted  in  a  business 
charged  with  a  public  interest,  and  as  to  which  the 
power  to  regulate  commerce  possessed  by  Congress 
applied  and  the  resulting  right  to  Hx  in  case  of  dis- 
agreement and  dispute  a  standard  of  wages  as  we  have 
seen  necessarily  obtained. 

In  other  words,  considering  comprehensively  the  situ- 
ation of  the  employer  and  the  employee  in  the  light  of 
the  obligations  arising  from  the  public  interest  and  of 
the  work  in  which  ihey  are  engaged  and  of  the  degree 
of  regulation  which  may  be  lawfully  exerted  by  Con- 
gress as  to  that  business,  it  must  follow  that  the  exer- 
cise of   the  lawful  governmental   right  is  controlling. 

♦  *  *  In  saying  this,  of  course,  it  is  always  to  be 
borne  in  mind  that  as  to  both  carrier  and  employe 
the  beneficent  and  ever-present  safeguards  of  the  Con- 
stitution are_  applicable,  and  therefore  both  are  protected 
against  confiscation  and  against  every  act  of  arbitrary 
power  which,  if  given  effect,  would  amount  to  a  de- 
nial of  due  process  or  would  be  repugnant  to  any  other 
constitutional  right.  And  this  emphasizes  that  there 
is  here  no  question  of  purely  private  right  since  the 
law  is  concerned  only  with  those  who  are  engaged  in 
a  business  charged  with  a  public  interest,  where  the 
subject  dealt  with  as  to  all  the  parties  is  one  involved 
in  that  business  and  which  we  have  seen  comes  under 
the  right  to  regulate  to  the  e.xtent  that  the  right  to 
do  so  is  appropriate  or  relevant  lo  the  business  regu- 
lated. 

This  is  a  carefully  explicit,  but  sweeping  as- 
sertion of  the  authority  of  Congress  over  all 
who  enter  the  business  of  interstate  transpor- 
tation. And  it  is  a  common-sense  view.  Labor 
is  not  tied  to  a  task ;  the  right  of  an  individual 
to  quit  work  is  undoubtedly  protected  by  the 
constitutional  guarantees  referred  to,  as  the 
security  of  capital  against  confiscation  is  like- 
wise protected,  but  the  right  to  conspire,  com- 
bine and  act  together  to  force  a  suspension  of 
the  transportation  service  does  not  belong  to 
the  employes  of  railway  companies  under  this 
decision.  And  in  view  of  the  inclination  in 
some  quarters  to  denounce  the  court  as  reac- 
tionary it  is  well  to  call  attention  to  the  fact 
that  the  two  latest  accessions  to  tlie  bench  Jus- 
tices Brandeis  and  Clark,  joined  in  the  decision. 

There  is  a  moral  order  of  society  to  which 
the  actions  of  individuals  and  combinations  of 
individuals  must  conform.  Everyone  derives 
benefits  from  the  privilege  of  living  and  coop- 
operating  with  others  in  a  highly  organized  so- 
ciety, and  therefore  is  under  obligations  to 
promote  the  unity,  harmony  and  efficient  work- 
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ings  of  the  organization.  The  idea  that  a  small 
group  of  men  may  take  possession  of  the  rail- 
ways, either  as  owners  or  as  an  operating  force, 
and  either  shut  them  down  or  exact  their  own 
terms  for  operating  them,  does  not  appeal  to 
the  average  mind  any  more  than  it  does  to  the 
court.  The  sooner  it  is  abandoned  the  better 
for  all  concerned. 

Not  A  Class  Struggle. 

Every  clash  between  the  railway  companies 
and  their  employes  is  represented  by  labor 
leaders  as  a  section  of  a  general  struggle  be- 
tween labor  and  capital,  but  those  who  look 
below  the  surface  know  that  there  is  no  gen- 
eral line-up  of  interests  with  labor  on  one  side 
and  capital  on  the  other.  There  are  numerous 
conflicts  between  individual  employers  and 
their  workmen,  and  these  extend  sometimes  to 
organizations  of  employers  and  organizations 
of  wage-earners,  usually  in  a  single  line  of  in- 
dustry, as  in  the  case  of  the  railways  and  their 
employes. 

The  fundamental  fact  about  industry,  how- 
ever, is  that  it  is  divided  into  groups,  the  em- 
ployers and  wage-earners  of  each  branch  of  in- 
dustry composing  a  group  who  give  the  prod- 
uct of  their  combined  effort  in  trade  for  the 
products  or  services  of  the  other  groups.  The 
capital  and  labor  engaged  in  transportation 
compose  a  group  which  renders  service  to  all 
the  other  groups  and  takes  toll  of  all  the  other 
groups ;  and  the  more  toll  it  takes  the  less  the. 
other  groups  realize  in  their  exchanges.  Every 
improvement  made  in  transportation  equip- 
ment or  methods  which  results  in  a  reduction 
of  charges  will  reduce  this  toll  and  permit  the 
other  groups  of  producers  to  realize  more  in 
their  exchanges.  Within  the  last  five  years, 
taking  capacity  and  economy  of  fuel  into  ac- 
count the  efficiency  of  freight  locomotives  on 
the  Pennsylvania  railroad  has  been  doubled, 
at  an  increased  cost  in  the  construction  of  new 
types  of  locomotives  of  not  over  30  per  cent. 
On  the  other  hand  these  an^  similar  savings 
accomplished  by  an  increased  use  of  capital 
have  been  offset  by  such  legislation  as  the  "full 
crew"  laws,  the  wage  advances  that  have  been 
granted,  higher  taxation,  and  the  upward  ten- 
dency in  other  expenses.  But  for  the  econo- 
mics which  the  management  has  accomplished 
higher  charges  would  have  been  necessary  be- 
fore now  to  meet  these  rising  costs. 

Every  addition  to  the  cost  of  transportation 
must  come  in  the  long  run  out  of  the  other 
groups,  whose  products  are  transported,  and 
so  whatever  increases  the  co.st  of  production 
in  any  group  increases  the  cost  of  its  products 
to  all  the  other  groups,  and  this  cost  is  finally 
included  in  the  cost  of  living  which  so  vitally 
concerns  every  wage-earner.  If  the  cost  of 
installing  plumbing  is  increased  it  is  quite 
certain  that  everybody  who  lives  in  houses  that 


have  plumbing  will  have  to  pay  for  the  outlay. 
The  issue  is  between  the  group  of  people  who 
supply  plumbing,  and  all  the  people  who  use 
plumbing.  And  if  the  cost  of  shoes  is  increased 
the  final  issue  is  not  between  employers  and 
employes,  but  between  the  groups  who  supply 
shoe  materials  and  make  shoes  on  the  one  side 
and  all  the  people  who  wear  shoes  on  the  other. 
The  conflict  between  labor  and  capital  in  all 
such  cases  is  a  mere  incident  to  the  readjust- 
ment of  prices.  The  ultimate  and  real  conflict 
of  interests  is  between  the  industrial  groups  as 
they  exchange  products  with  each  other.  The 
question  today  with  each  group  is  whether  it 
is  getting  its  charges  up  fast  enough  to  offset 
the  advances  made  by  the  other  groups. 

The  farmers  constitute  an  important  group, 
and  the  present  high  prices  for  farm  products 
might  be  expected  to  attract  workers  from  the 
other  industries  to  this  one,  which  would  be  a 
very  wholesome  and  desirable  result,  but  these 
high  prices  are  made  the  occasion  for  higher 
wages  in  the  towns,  so  that  the  movement  of 
labor  is  still  away  from  the  farms.  This  is 
making  the  industrial  system  top-heavy. 
Eventually  the  remedy  for  the  advancing  costs 
of  living  must  be  found  not  in  always  raising 
wages  but  in  getting  more  people  on  the  land. 

Harmony  Most  Important. 

It  is  evident  to  the  thoughtful  observer  that 
if  all  the  groups  could  be  made  more  efficient 
and  hence  more  productive  they  would  all 
have  more  to  give  in  the  exchanges  and  all  get 
more  for  consumption.  Every  group  is  inter- 
ested that  every  other  group  shall  use  the  most 
improved  facilities,  and  that  employers  and  wage- 
earners  shall  work  in  the  spirit  of  cooperation 
and  good  faith  to  accomplish  the  best  results. 
The  doctrine  of  class  warfare,  with  employers 
on  one  side  and  wage-earners  on  the  other 
stimulates  irritation  and  antagonism  and  im- 
pairs the  efficiency  of  the  organization.  The 
American  Federation  of  Labor  includes  the 
wage-earners  of  many  groups,  and  evidently 
might  be  a  great  force  for  the  advancement  of 
industry,  but  the  400-page  volume  of  its  an- 
nual proceedings  may  be  read  from  cover  to 
cover  without  finding  one  sentence  upon  the  ad- 
vantage to  the  consuming  millions  of  increasing 
production.  Class  warfare  is  the  key  note  of 
the  proceedings. 

It  may  be  freely  granted  that  the  responsibility 
for  antagonism  between  capital  and  labor  does 
not  all  belong  to  the  latter — both  sides  can  mend 
their  ways — ^but  the  losses  which  mean  real  de- 
privation and  that  most  seriously  affect  the  public 
welfare  fall  upon  the  people  of  small  incomes. 

The  real  gains  of  the  wage-earning  class 
have  come  by  improvements  in  the  industrial  or- 
ganization, the  methods  of  production,  trans- 
portation and  exchange.    In  accomplishing  these 
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improvements,  Capital — the  savingfs  and  profits 
that  have  been  accumulated — is  a  most  impor- 
tant factor. 

The  average  freight  charge  of  the  Pennsyl- 
vania railroad  last  year  was  6  mills  per  ton  per 
mile,  an  almost  inconceivably  small  toll  paid 
by  the  other  industrial  groups  to  this  company 
and  its  employes  for  the  service  rendered.  Such 
results  are  only  possible  from  a  competent  or- 
ganization, with  great  capital  at  its  command 
and  with  an  enterprising  management  ever 
striving  to  reduce  costs.  The  average  freight 
trainload  has  increased  57  per  cent,  in  the  last 
ten  years,  but  the  net  revenue  per  train  mile 
is  slightly  lower  now  than  ten  years  ago,  show- 
ing that  the  gains  have  all  accrued  to  the  pub- 
lic. A  statement  of  its  accomplishment  in  loco- 
motive economies  in  the  last  five  years  is  given 
above,  and  in  this  year,  191 7,  these  economies 
will  be  all  required  to  offset  the  rising  price  of 
coal. 

A  great  saving  of  coal  can  be  effected  by  the 
use  of  hydro-electric  power,  but  this  means 
that  somebody  must  provide  the  capital  for 
harnessing  the  streams  and  installing  the 
equipment.  And  so  every  forward  step  in  in- 
dustry, leading  to  cheaper  production  or  higher 
wages  around  the  circle  of  industries,  requires 
capital  accumulations.  The  very  profits  which 
are  said  to  be  unfairly  withheld  from  labor  may 
be  used  for  construction  work  and  improve- 
ments which  yield  greater  benefits  to  labor 
than  would  have  resulted  from  the  desired  dis- 
tribution in  the  first  place.  The  real  distribu- 
tion does  not  always  occur  where  it  is  looked 
for.  The  division  of  current  production  may 
be  of  less  importance  to  the  community  than 
the  further  development  of  industry. 

Railway  Rates. 

The  railway  companies  are  moving  promptly 
to  the  presentation  before  the  Interstate  Com- 
merce Commission  of  their  claims  for  higher 
rates  to  compensate  them  for  the  higher  wages 
which  are  required  by  the  Adamson  law  and  to 
meet  the  rapid  increase  in  other  operating  costs. 
The  railways  had  a  year  of  good  earnings  in 
1916,  but  the  situation  has  been  turning  rapidly 
against  them,  as  everybody  who  understood  their 
predicament  has  known  it  must  do  after  gross 
earnings  had  reached  the  limit.  The  roads 
entered  this  period  of  prosperity  with  a  consider- 
able amount  of  supplies  on  hand  and  contracted 
for.  The  increasing  volume  of  business  up  to 
capacity  made  the  earnings  good  and  the  offset- 
ting expenses  at  first  were  comparatively  small. 
Now  that  all  expenses  are  on  the  prosperity  basis 
the  situation  is  very  different.  Coal  is  costing 
from  33  to  100  per  cent,  more,  all  equipment  is 
from  50  to  100  per  cent  higher,  and  the  entire 
run  of  supplies  and  materials  is  up  accordingly. 
Now  comes  the  increased  cost  of  operating  under 


the  Adamson  law,  and  probably  higher  wages  for 
the  other  classes  of  employes. 

The  entire  railway  situation  is  unsatisfactory. 
The  cost  to  the  country  of  the  freight  conges- 
tion and  delays  of  the  last  two  years  have  been 
far  more  than  the  cost  of  an  adequate  service 
would  be.  There  is  no  economy  in  the  narrow, 
hostile,  critical  policy  that  is  pursued,  and  on  the 
other  hand  there  seems  to  be  no  escape  from  it. 
The  New  York  Central  Company  has  been  offer- 
ing a  small  issue  of  new  stock  at  par,  but  of 
course  it  is  not  taken,  for  the  old  stock  can  be 
bought  in  the  open  market  under  par.  The 
.Southern  and  Erie  companies,  both  important 
systems,  have  bandoned  attempts  to  negotiate 
bonds  on  a  satisfactory  basis  and  resorted  to 
short-time  notes,  hoping  for  a  better  bond  market 
later.  The  public  is  interested  in  industrials 
rather  than  railway  issues.  Meanwhile  the  coun- 
try is  outgrowing  its  railway  facilities  every  day. 
If  the  attitude  of  the  public  authorities  toward 
the  railroads  is  criticized  they  retaliate  with  more 
criticism  of  railroad  management,  but  this  does 
not  increase  the  railway  mileage  or  enlarge  the 
terminals. 

The  situation  seems  to  offer  a  crucial  test  of 
the  practicability  of  public  supervision  over 
private  investments.  No  doubt,  the  public  is  will- 
ing to  do  what  it  is  convinced  is  fair,  but  the 
task  of  convincing  it  does  not  appeal  to  the  aver- 
age investor.  It  seems  to  be  impossible  to  present 
the  vital  facts  in  such  manner  that  they  make 
an  impression,  and  so  the  situation  drifts.  It 
may  drift  to  government  ownership  from  sheer 
inability  to  provide  the  funds  for  expansion 
otherwise.  That  railway  service  under  govern- 
ment management  will  be  more  costly  and  less 
progressive  than  under  private  management  no- 
body familiar  with  industrial  operations  under 
the  government  will  doubt.  The  history  of  the 
introduction  of  power  printing  presses  into  the 
government  printing  establishments,  the  existing 
legislation  against  efficiency  methods  in  govern- 
ment shops,  and  the  annual  appropriations  for 
rivers  and  public  buildings  are  indicative  of  the 
degree  of  efficiency  that  might  be  expected  in 
railway  operations  and  in  expenditures  for  ex- 
tensions and  new  facilities.  The  government 
is  constitutionally  better  qualified  to  supervise 
the  management  of  others  than  to  operate  rail- 
roads on  its  own  account,  and  when  it  has  com- 
plete power  of  supervision  there  is  no  sound 
public  reason  why  it  should  own  the  roads. 
Moreover,  if  it  lacks  the  practical  touch  to 
make  a  success  of  supervision,  it  is  not  likely 
to  make  a  real  success  of  management. 

American  Securities  Returned. 

Mr.  L.  F.  Loree,  President  of  the  Delaware 
&  Hudson  Company,  who  has  been  conducting 
a  continuing  inquiry  into  the  return  of  foreign- 
held  American  railroad  securities,  has  now 
published   his   third    statement   showing   the 
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amount  of  such  stocks  and  bonds  which  were 
transferred  to  American  ownership  between 
July  31,  1916  and  January  31,  1917.  to  wit: 
$229,817,077,  par  value,  or  $185,556,444  market 
value. 

Mr.  Loree's  figures  have  been  compiled  from 
the  books  of  all  railroad  companies  in  this 
country  having  over  100  miles  of  road.  His 
first  inquiry  was  as  to  foreign  holdings  on 
Januar>'  31,  1915,  and  July  31,  1915.  The 
amount  at  the  first  date  was  $2,704,402,364, 
and  at  the  second  date  was  $2,223,510,229.  The 
second  report  showed  $1,415,628,563  on  July 
31,  1916,  and  the  third  report  shows  that  on 
January  31,  1917,  they  were  reduced  to  $1,185,- 
811.486,  a  total  reduction  of  $1,518,590,878. 
All  of  these  figures  are  for  par  values.  His 
first  compilation  did  not  include  market  values, 
but  the  market  values  on  July  31,  1915. 
amounted  to  $1,751,437,912  and  on  January  31, 
1917  to  $924,542,646.  The  figures  indicate  the 
cash  value  of  the  railroad  securities  repur- 
chased to  January  31  last  to  be  about  $1,200,- 
000,000. 

Of  the  amounts  now  listed  as  owned  abroad 
a  considerable  share  is  deposited  in  this  country 
as  security  for  British  and  French  loans. 


The  above  figures  are  for  railroad  stocks  and 
bonds  only.  There  are  no  authentic  figures  for 
the  aggregate  of  other  securities,  but  the  books 
of  the  United  States  Steel  Corporation  show 
that  $92,803,500,  par  value,  of  its  preferred  and 
common  stocks  were  transferred  from  foreign 
to  American  owners  between  June.  1914.  and 
December,  1916.  No  figures  have  been  com- 
piled as  to  the  amount  of  its  bonds  held  abroad 
at  the  beginning  of  the  war.  but  from  May  to 
November,  1916,  the  foreign  holdings  of  its 
$200,000,000  issue  of  10-60  year  refunding 
bonds  were  reduced  from  $12,000,000  to  $6,- 
000,000.  A  $25,000,000  lot  of  the  Carnegie 
bonds  came  back  in  1915.  In  all.  more  than 
$125,000,000  of  the  stocks  and  bonds  of  the 
Corporation  have  been  returned  since  the  war 
began.  The  holdings  of  the  common  stock 
abroad  are  shown  below: 

June,  December, 

Countries.  1914.  1916. 

Canada $4,312,900       $3,166,200 

England   78,851.200        19,225.000 

France   6,894,800  3,432,800 

Germany   263,300  62,800 

Holland    35,694,500       23,436,500 

Scotland    368,800  48.200 

Other  countries 1,039,200  891,700 

ToUl    $127,424,700      $50,263,200 

(Continued  on  next  page) 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 

RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  MARCH  23,  1917. 

(In  Thousand^  of  Dollars) 


RESOUKCIS 

Gold  coin  and  oertifleata 

Boston 

13.977 

21.015 

50 

35,042 
288 

N.V. 

200,084 
21,241 

2S0 

Pblla. 

26,101 

lo,Mt 

250 

Clev'd 

17580 

26.017 

35 

43.432 
102 

Rlcb'd 

5.603 

16.065 

425 

22,113 
101 

Atlanta 

6147 

4.041 

620 

Chicagro 

28.201 

43.870 
200 

St  Louis 

12.935 

4,240 

259 

M'npl's 

11,711 

8,641 

155 

20507 
705 

Kas.Clty 

7,757 

26.153 

177 

Dallas 

7.604 

7568 

83 

S.Fr'sco 

13,2.36 

13569 

15 

Total 
350.736 

Gold  S(;ttl<-ment  Fund  ... . 
Gold  R..-de!nption  Fund... 

209.281 
2..S19 

Total  eold  reserve... 

Leml  tender  notes.  Silver, 

etc 

221575 

3ses 

43,192 
240 

10508 
1.439 

72571 
679 

17,434 

34.087 
52 

15555 
1.013 

26520 
58 

562.536 
10.665 

Total  Reserve 

35J30 

225.560 

43.432 

43534 

22214 

12547 

72.950 

19.437 

21.212 

34.139 

16.268 

26,878 

573,201 

U  redemption  fund— F.  R- 

1.743 
10.738 

888 

21.400 

1J87 
10  486 

2.240 
6542 

4.067 
6.719 

2,034 
3.655 

1970 
9.M1 

798 
4.555 

1.093 
5.170 

300 

447 

2568 

100 
1.533 
1,636 

273 

5,488 

400 

Bills  discounted.  Members 
Bills  bought  inopen  mark't 

18.473 
87,798 

Total  bills  on  hand.. 

12,481 

22.288 

11.873 

8.782 

10,786 

5.689 

11.011 

5553 

2503 

891 

1.094 

6.263 

1.454 

1530 
177 

2815 

3,169 

5.761 

106.271(c) 

Investment  U.  S.  Bonds  . . 
One-year  U.  S.  Treas.  note* 
Municipal  Warrants. 

'^ 

81 

126 

5.199 

1.999 
1.378 

4.985 
1520 
3.066 

442 

170 

1,491 

7 

5.%1 
2.912 
2.648 

8.147 

1,784 

486 

3,403 

1,430 

506 

2,429 

1,500 

887 

29.275 
18518 
15,761 

ToUlEamine  Assets 

14.445 

27.694'  15.250 

18.653 

13,212 

7557 

22.532 

9.541 

9.124 

13.232 

8508 

10,577 

170,125 

Due  f  r.  other  F.  R.  Bits,  net 

Uncollected  items. 

All  other  resources 

1335 
l.e64 

13.787 
9 

13,287 

29,605 
400 

U314 
168 

878 

1.920 

11509 

181 

255 

8.567 
89 

2,479 
7567 
1.603 

2.199 

396 

21,090 

500 

316 

10,118 

551 

1.950 

3,723 

142 

1.636 

9514 

206 

5.067 
1.389 

1,741 

1,768 

6,496 

442 

19.440 
3.298(b) 
145,757 
5,680 

TOTAL  RESOURCES 

66.570 

296.546 

77J64 

76.775 

44537 

31.053 

119,667 

39.983 

36,151 

59527 

31,332 

47,902 

917.901 

TiTABILITIES 

CapiUlPaidln 

Oovemment  Deposits 

Due  to  members— reserve 

5.068 
1.224 

49.108 
11.074 

96 

11J80 
7375 

247.615 
22577 

6313 
186 

5.260 
1578 

49.267 

18.100 

1,403 

1519 
137 

6,090 
258 

58.993 
11.434 

3.408 
1508 

25.968 
7568 
5,785 

2.414 
2510 

19.411 
4.643 
2,375 

6599 
912 

96.584 
15,172 

2.795 
317 

27.036 
7.223 
2592 

2,415 
888 

27.834 
2.433 
2,555 

26 

3,089 
354 

47,405 
7.227 
1552 

2.698 
1.167 

23.746 
354 

3,941 
2511 

38,150 
3,429 

71 

56.057 
19,702 

711,117 

113.784 

Federal  Reserve  Notes-ncl 
Due  to  other  F.  R.  Banlcs 

16,725(a) 

All  other  UabiUtles 

516 

TOTAL  LI ABILmES 

66JT0 

296546 

77.364 

76.775 

44537 

31.053 

119.667 

39.963 

36.151 

59527 

31.332 

47.902 

917,901 

(a) 
ft) 


(c) 


Total  Reserve  notes  In  circulation  346504. 

Difference  between  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  3.298:    The  Gold  Reserve  against 

Not  deposit  and  note  Liabilities  is  79.M  and  the  cash  reserve  Is  110  5%.    Cash  Reserve  against  net  deposit  and  note  liabilities  after 

srfme  aside  40)(  Gold  Reserve  aealnst  net  liabilities  on  Federal  Reserve  Notes  in  circulation  SlAt. 

Bills  and  acceptances:  municipal  warranU:  1-15  days  31.039;   16-30  days  28,462:  31-60  days  36542;  61-90  days  22,627;  over  90 

days  3J0e2.    ToUl  122.032. 
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The  percentage  of  common  stock  held  abroad 
in  June,  1914,  was  27.07,  in  December,  1916, 
9.89.  The  percentage  of  preferred  stock  held 
abroad  on  these  dates  was  8.68  and  4.34. 

In  view  of  these  figures  upon  the  shares  and 
bonds  of  one  corporation  it  is  deemed  reason- 
able to  estimate  that  the  repurchases  of  all  in- 
dustrial securities,  municipal  bonds,  and  various 
property  holdings  other  than  railway  securities 
have  amounted  to  as  much  as  $600,000,000.  The 
net  gold  importations  since  the  beginning  of  the 
war  have  been  about  $t, 000,000.000  and  the  net 
amount  of  foreign  loans  publicly  issued  in  this 
country,  is  $2,47^,595.878. 

The  total  of  American  securities  repur- 
chased, foreign  loans  and  net  gold  imports  as 
given  above  is  $5,276,595,878,  and  the  net  trade 
balance  of  the  United  States  from  June  30, 
1914  to  February  28,  1917,  on  merchandise  ac- 
count was  $5,762,539,803.  The  difference  be- 
tween these  sums  may  be  considered  the 
amount  by  which  the  trade  balance  was  re- 
duced by  invisible  charges,  such  as  ocean  ship- 
ping charges,  remittances  to  friends,  etc. 

Bond  and  Stock  Market. 

The  bond  market  closed  the  month  of  March 
with  a  handsome  demonstration  over  the  ofTering 
of  $60,000,000  of  Pennsylvania  general  mortgage 
bonds  bearing  4^^  per  cent,  interest,  payable  in 
1956.  They  were  offered  to  the  public  at  97j4 
and  immediately  oversubscribed  several  times. 
This  is  the  best  recent  showing  on  a  railroad 
issue,  but  Pennsylvania  bonds  are  a  premier  se- 
curity. The  New  Haven  road  sold  $45,000,000 
one  year,  five  per  cent  refunding  notes,  which  went 
to  the  public  on  a  6  per  cent,  basis  and  cost  the 
company  something  more,  and  the  Erie  sold  $15.- 
000,000,  due  in  April,  1919.  on  a  sH  basis;  one 
of  the  most  interesting  issues  of  the  month  was 
$15,000,000  Centra!  Argentine  lo-year  6  per 
cent,  convertible  notes  at  100  and  interest.  The 
Central  Argentine  is  one  of  the  most  important 
railway  systems  of  Argentina,  serving  the  most 
populous  section  of  the  country. 

One  of  the  leading  features  of  the  month  was 
the  offering  of  the  third  Canadian  war  loan,  of 
$150,000,000.  which  although  not  brought  out  in 
this  market  attracted  some  $25,000,000  or  $30,- 
000.000  of  American  subscriptions.  The  loan  is 
reported  largely  oversubscribed.  Another  fea- 
ture was  the  offering  of  $100,000,000  two-year 
Syi  per  cent,  secured  notes  of  the  French  re- 
public, which  were  all  sold.  The  issue  price  was 
99.  These  notes  are  convertible  into  20-year 
$yi  per  cent,  bonds,  and  the  holder  also  has  an 
option  of  payment  in  francs  at  5.75  to  the  dol- 
lar. If  the  United  States  enters  the  war  and 
gives  assistance  in  financing  the  allies  the  terms 
of  future  borrowings  may  not  be  so  favorable 
to  lenders. 


The  market  for  United  States  government 
bonds  have  held  their  own  very  well  in  view  of 
tlie  prospect   for  new  issues. 

The  stock  market  has  had  a  waiting  attitude, 
with  considerable  recovery  from  the  low  levcL 

The  City  Bank  in  Santo  Domingo. 

The  International  Banking  Corporation  has 
acquired  the  established  banking  business  of 
Santiago  Michelena  in  Santo  Domingo,  with 
head  offices  at  Santo  Domingo  City  and  several 
branches  and  agencies  in  other  parts  of  the 
Island.  This  business  has  had  a  successful 
career  of  27  years  under  Senor  Michelena  and 
he  will  remain  in  the  management,  associated 
with  Mr.  J.  L.  Manning,  late  Treasurer  of  the 
Insular  Government  of  the  Philippine  Islands. 
The  business  will  be  taken  over  by  the  Interna- 
tional Banking  Corporation  on  April  2nd. 
Branches  of  the  latter  will  be  maintained  at 
Santo  Domingo,  Macoris,  Santo  Pouerto  and 
possibly  other  points.  The  Michelena  Bank 
has  been  the  depository  for  customs  revenues 
under  the  arrangement  between  the  govern- 
ments of  Santo  Domingo  and  the  United 
States,  and  the  International  Banking  Corpora- 
tion will  succeed  to  it  in  this  capacity.  Pre- 
vious to  this  acquisition  the  Corporation  had 
three  branches  in  Latin  America,  to  wit,  at 
Panama,  Colon  and  MedelHn  (Columbia).  The 
International  Banking  Corporation  and  its 
branches  represent  an  extension  of  the  service 
of  this  Bank,  with  which  they  are  closely  affili- 
ated. The  Bank  of  Hayti  is  also  closely  re- 
lated to  this  system. 

Wheat  Prices  in  the  Past. 

Mr.  C.  B.  Cole,  of  the  Cole  Milling  Company, 
Chester,  Illinois,  whose  business  was  estab- 
lished in  1839,  writes  to  say  that  we  have  fall- 
en into  an  error  with  many  others  in  speaking 
of  $2.00  per  bushel  as  a  record  price  for  wheat. 
He  says: 

In  March,  1867,  we  paid  $375  per  bushel  for  wheat 
and  it  sold  in  St.  Louis  for  $3.85  per  bushel.  This 
was  in  depreciated  paper  money,  but  I  have  not  the 
figures  for  price  of  gold  at  that  time. 

In  March,  1877,  wheat  sold  in  St.  Louis  for  $2.20. 
This  was  after  resumption  of  gold  payments. 

In  1867,  we  sold  flour  at  $19.  per  bbl.  at  the  mill 
and  the  same  flour  retailed  in  Boston  for  $24.  to  $25. 
per  bbl.    So  you  see  we  are  a  good  way  from  the  top 

yet 

The  records  confirm  Mr.  Cole's  figures.  The 
lowest  quotation  of  the  gold  dollar  in  paper  cur- 
rency in  March,  1867,  was  $1.33^,  and  the  high- 
est $1.40j^,  and  the  mean  between  these  would 
make  about  $2.73  per  bushel,  gold  value.  He  is 
in  error,  however,  about  the  date  of  the  resump- 
tion of  gold  payments.  The  Treasury  resumed 
on  January  1,  1879.  The  price  of  gold  in  March, 
1877,  ranged  from  104J4  to  105^. 
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America  At  War. 

WHEN  this  publication  was  issued 
one  month  ago  the  country  was 
waiting  upon  the  meeting  of  Con- 
gress, April  2nd,  and  the  message 
to  be  delivered  by  the  President. 
The  message  was  a  worthy  presentation  of  the 
relations  of  the  United  States  to  the  great 
conflict  in  Europe,  and  of  the  reasons  why 
this  country  could  no  longer  remain  neutral. 
The  Congress  responded  with  overwhelming 
majorities  in  both  houses  for  the  resolution 
declaring  that  a  state  of  war  existed  between 
this  country  and  the  imperial  German  gov- 
ernment. Diplomatic  relations  with  Ger- 
many had  been  previously  broken  off,  and 
since  then  Austria-Hungary  and  Turkey  have 
deemed  it  necessary  to  align  themselves  with 
their  ally  by  severing  relations  with  the 
United  States. 

Throughout  this  country  the  action  of  the 
government  at  Washington  has  met  with  a 
response  gratifying  for  the  spirit  of  patriotism 
and  unity  exhibited.  Whatever  doubts  and 
differences  previously  existed  have  been  solved 
or  subordinated  to  the  national  policy,  and  in 
every  section  of  the  country  and  among  all 
classes  of  our  people  there  is  full  purpose  to 
support  the  government  with  all  the  means 
that  are  required  to  enable  this  country  to 
bear  an  honorable  and  effective  part.  The 
people  of  this  country  were  not  easily  con- 
vinced that  duty  called  them  to  war.  As  a 
great  democracy  they  were  instinctively  pre- 
disposed to  peace  and  to  friendly  relations 
with  all  the  world.  They  were  far  removed 
from  the  scene,  they  had  no  grievances  to 
avenge,  ambitions  to  gratify  or  selfish  interests 
to  serve ;  the  rights  of  trade  and  travel  which 
were  involved  were  so  little  valued  for  their 
immediate  importance  that  they  actually 
tended  to  obscure  the  larger  issues  which 
were  dependent  upon  them,  to  wit:  our  obliga- 
tion to  sustain  the  principles  of  public  right 
as  they  have  been  established  in  the  inter- 
course of  nations,  and  our  even  more  binding 
obligation  not  to  assent  to  violations  of  our 
Ictral  rights  which  were  deliberately  com- 
mitted as  part  of  a  ruthless  onslaught  upon  the 
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liberties  of  unoffending  nations  and  the  peace 
of  the  world.  Failure  to  assert  our  rights 
under  the  circumstances  would  mean  indiffer- 
ence to,  and  even  co-operation  in,  the  attack 
upon  others  and  the  overthrow  of  public  law. 
When  the  government  took  its  final  stand  upon 
this  ground  the  country  showed  a  united  front. 
Nothing  has  been  more  significant  or  grati- 
fying in  connection  with  the  stand  taken  by 
the  United  States  than  the  expression  of  sym- 
pathy and  approval  which  has  come  from 
Latin  America.  Cuba,  Guatemala,  Panama,  Brazil 
and  Bolivia  have  actually  broken  with  Germany 
for  the  same  reasons  actuating  the  United 
States.  Other  countries  are  likely  to  do  so, 
qnd  there  is  abundant  evidence  that  public 
opinion  in  Central  and  South  America  en- 
dorses the  action  of  this  country  as  well 
founded  in  international  law,  disinterested  in 
purpose,  and  for  the  good  of  the  world.  It  is 
pleasing  to  know  that  Latin  America  sympa- 
thetically draws  closer  to  us. 

Preparations  For  War. 

This  war  has  now  lasted  nearly  three  years 
and  become  the  most  awful  tragedy  of  history. 
It  overshadows  all  human  affairs,  and  the  su- 
preme task  of  the  time  is  to  bring  it  to  an  end, 
if  possible,  under  conditions  which  will  give 
some  assurance  against  the  recurrence  of  a 
similar  calamity  in  the  future.  In  this  task 
the  United  States  is  now  joined,  and  until  it  is 
accomplished  all  energies  which  can  be  ef- 
fectively directed  to  this  end  should  be  so  de- 
voted. The  government  rightfully  has  a  first 
call  upon  all  the  resources  of  the  country  for 
this  purpose,  and  the  steps  which  it  is  taking 
indicate  that  it  intends  to  organize  its  forces 
of  men,  equipment,  materials  and  credit  as 
rapidly  as  possible.  There  is  every  evidence 
of  loyal  co-operation.  The  owners  of  indus- 
trial works  producing  munitions  and  other  war 
supplies  are  freely  offering  their  establish- 
ments for  government  service,  upon  terms  to 
be  fixed  by  the  latter;  the  railway  companies 
have  practically  merged  their  properties  into 
one  organization  for  the  purpose  of  giving  the 
country  the   most   efficient   service   possible; 
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the  leaders  of  organized  labor  have  pledged 
themselves  not  only  to  support  the  govern- 
ment but  to  work  in  harmonious  industrial  re- 
lations; the  farmers  with  inspired  energy  have 
set  about  increasing  the  yield  of  foodstuffs ;  the 
bankers  have  tendered  their  services  without 
charge  in  the  flotation  of  loans,  and  there  is 
manifested  on  all  sides  a  willingness  to  do 
whatever  task  is  assigned.  When  it  comes  to 
service  in  the  ranks  it  is  to  be  hoped  that  the 
supreme  authority  of  democracy  will  be  exer- 
cised, and  that  every  man  who  is  eligible  under 
general  rules  of  fitness  will  be  subject  to  call, 
without  regard  to  wealth,  position  or  personal 
inclination.  Let  it  not  be  said  during  the  war 
or  after  it  is  over  that  money  purchased  im- 
munity from  the  highest  obligation  of  citizen- 
ship, as  was  said  during  and  after  the  civil  war. 

It  is  important  that  there  shall  be  a  general 
understanding  that  while  the  war  lasts  it  is  to 
be  the  principal  business  of  the  country.  There 
will  be  a  saving  of  life  and  wealth  if  we  enter 
upon  it  in  this  spirit.  The  strength  of  the 
government  in  the  undertaking  will  depend 
upon  the  support  which  it  receives  from  the 
people,  and  this  support  will  be  measured  by 
the  degree  in  which  they  concentrate  their  ef- 
forts to  this  purpose.  The  population  of  the 
United  Kingdom  by  the  last  census,  taken  in 
1911,  was  45,221,615,  and  from  this  have  been 
drawn  approximately  6,000,000  men  for  the  army 
and  navy,  or  about  13  per  cent,  and  yet  a  great 
volume  of  business  goes  on.  In  France  as 
large  a  proportion  has  been  taken,  and  doubt- 
less in  Germany.  This  has  been  accomplished 
by  substituting  women  to  a  great  extent  in  in- 
dustry, by  the  development  of  greater  effi- 
ciency, and,  finally,  by  economies  in  consump- 
tion and  the  restriction  of  work  in  many  lines. 

When  the  war  began  a  cry  was  raised  in 
England  of  "Business  as  usual,"  but  before 
long  it  was  apparent  that  business  could  hot 
go  on  as  usual,  and  all  efforts  were  turned  to 
curtailing  unnecessary  expenditures,  for  the 
double  purpose  of  subscribing  for  the  war 
loans  and  releasing  labor  for  absolutely  neces- 
sary work.  It  was  obviously  out  of  place  to 
keep  men  tending  flower  gardens  while  grain 
fields  went  untilled,  and  to  have  textile  mills 
running  on  mere  style  changes  when  the  labor 
supply  was  insufficient  to  make  cloth  for  the 
army  and  the  export  trade. 

Demands  Upon  Industry. 

There  are  differences  of  opinion  over  how 
great  the  disturbance  of  industry  in  this  coun- 
try will  be.  It  depends  upon  how  long  the 
war  lasts  and  how  deeply  we  will  get  into  it. 
The  differences  of  opinion  are  not  over  the 
probabilities  of  slack  business  or  unemploy- 
ment, but  as  to  the  extent  of  the  readjustments 
which  will  be  necessary,  in  order,  first,  that  $7,- 
000,000,000  of  money  and  credit  may  be  placed 
at  the  disposal  of  the  government ;  and,  second, 


that  $7,000,000,000  worth  of  commodities 
and  ser\'ices  may  be  supplied  to  the  government 
and  its  allies.  A  cup  cannot  be  filled  more  than 
full,  and  while  some  further  development  of  ef- 
ficiency is  always  possible,  the  labor  supply  is 
limited  and  already  fully  employed.  Moreover, 
it  will  be  reduced  by  enlistments,  in  the  course 
of  a  year,  perhaps,  by  a  million  to  two  million 
men.  It  would  seem  to  be  obvious  on  the  face  of 
things  that  the  requirements  of  the  governments 
can  only  be  met  by  curtailing  sales  to  private 
parties ;  and  it  would  seem  to  be  no  less  obvious 
that  if  this  amount  of  purchasing  power  is  taken 
from  individuals  they  will  be  perforce  obliged  to 
curtail  their  purchases  the  sum  of  these  iniluences 
tending  to  throw  business  into  new  channels. 

It  is  true  that  so  much  of  the  government 
loans  as  is  placed  at  the  disposal  of  our  allies 
may  be  considered  as  in  part  providing  for  a  con- 
tinuance of  purchases,  but  the  $4,000,000,000 
estimated  to  be  expended  by  the  United  States 
represents  new  re(]uirements.  It  is  probable  also 
that  the  purchases  of  our  Allies  in  this  market 
will  be  limited  only  by  our  ability  to  provide  the 
credits. 

Furthermore,  in  thinking  of  industrial  capacity 
in  terms  of  value,  it  must  be  considered  that 
prices  are  so  abnormally  high  that  values  repre- 
f.ent  very  much  less  in  quantities  than  they  usual- 
ly do.  Also  it  must  be  remembered  that  indus- 
trial capacity  has  increased  very  much  in  some 
industries  in  the  last  two  years. 

Increased  Capacity 

The  steel  industry  has  been  greatly  stimulated 
by  the  war.  On  December  31,  1914,  the  total  ca- 
pacity of  the  country  for  making  steel  billets 
and  castings  was  40,915,325  tons,  and  on  De- 
cember 31,  1916,  according  to  the  preliminary 
estimate  of  the  American  Iron  and  Steel  Insti- 
tute, it  was  48,770,000,  with  6,283,500  additional 
tons  capacity  building.  The  increase  already  in 
service  on  January  1st  last  was  therefore  20  per 
cent.,  and  when  present  construction  is  completed 
the  increase  will  be  35  per  cent,  over  the  capacity 
of  1914. 

In  pig  iron  capacity  the  increase  has  not 
been  so  great,  only  about  4  per  cent,  completed 
to  the  close  of  1916,  but  on  January  1st  17 
furnaces  were  under  construction,  with  a  ca- 
pacity of  3,157,000  gross  tons.  Since  then 
several  more  have  been  projected,  in  all  pro- 
viding for  an  increase  of  15  to  18  per  cent, 
over  the  capacity  at  the  outbreak  of  the  war. 
There  had  been  a  considerable  surplus  of  pig 
iron  capacity. 

The  total  exports  of  steel  from  the  United 
States  in  1916  did  not  exceed  10  per  cent,  of 
the  country's  present  steel-making  capacity, 
and  Judge  Gary  at  the  recent  meeting  of  the 
American  Iron  and  Steel  Institute  estimated 
our  own  government's  probable  requirements 
at  about  5  per  cent,  of  the  country's  capacity. 
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It  appears  safe  to  conclude,  therefore,  that  the 
direct  war  demands  are  more  than  covered  by  the 
new  capacity  which  has  been  brought  in  since 
the  war  began  and  is  under  construction. 

There  is,  however,  an  enormous  demand  for 
steel  for  other  than  strictly  war  purposes,  as 
for  instance  for  ship  plates  and  for  sheets  for 
tin  plates,  and  for  railway  supplies.  The  fact  is 
that  the  demand  for  steel  and  iron  has  been 
for  the  last  year,  and  is  now,  far  beyond  the  ex- 
isting capacity  for  production,  and  the  en- 
trance of  this  country  into  the  war  has  in- 
creased the  requirements.  There  is  no  possi- 
bility of  meeting  the  wants  of  Russia,  France 
and  the  United  States  for  railway  equipment 
in  the  near  future,  and  the  same  is  true  of 
ship  plates.  This  class  of  business  is  entitled 
to  preference,  after  war  supplies,  and  tin  plates 
for  canning  purposes  are  even  more  important. 
In  the  presence  of  demands  like  these  there 
are  many  calls  for  steel  which  must  give  way,  and 
this  serves  to  illustrate  the  general  policy  of  econ- 
omy and  postponement  which  will  be  required, 
and  which  in  the  very  nature  of  the  situation  will 
work  out. 

The  situation  is  not  so  congested  in  other  lead- 
ing lines.  The  lumber  business  has  been  hurt 
in  its  foreign  trade  by  the  war,  and  limited  at 
home  by  the  railway  blockade.  It  will  be  stimu- 
lated by  the  wooden  ship-building  program,  and 
need  more  labor.  The  textile  industries  have  in- 
creased their  capacity  in  the  last  two  years  a]  proxi- 
mately 5  per  cent,  which  is  said  to  be  enough  to  cover 
the  government's  requirements  in  the  next  year. 
This  does  not  tell  the  whole  story,  however,  for 
government  requirements  must  go  ahead  of  all 
others  when  the  request  is  made,  and  may  be  a 
larger  percentage  of  the  business  while  the  orders 
are  being  filled.  In  shoes  it  is  not  thought  the 
government  orders  will  be  more  than  5  per  cent, 
of  present  capacity. 

Finally,  in  all  estimates  "capacity"  is  calcu- 
lated upon  machine  equipment,  but  at  the  pres- 
ent time  labor  supply,  transportation  facilities, 
materials  and  other  things  which  are  dependent 
upon  labor  supply,  are  the  factors  actually  limit- 
ing output. 

Fear  of  Economy. 

There  is  an  evident  fear  among  business 
men  that  the  impulse  to  economy  may  sud- 
denly contract  the  volume  of  business  to  such 
an  extent  as  to  disorganize  industry,  throw 
wage-earners  into  idleness,  and  create  a  gen- 
eral state  of  alarm  and  confusion  which 
would  seriously  impair  the  ability  of  the  coun- 
try to  deal  with  the  great  emergency  which 
confronts  it.  They  urge  that  it  is  better  for 
each  person  to  go  ahead  in  his  accustomed 
way  and  with  his  usual  expenditures  than  to 
run  the  risk  of  disturbing  the  orderly  move- 
ment of  trade  by  encouraging  a  general  change 


of  pace.  Upon  analysis  it  is  usually  agreed 
that  there  will  have  to  be  a  considerable  shift 
in  industry  and  a  reduction  of  expenditures  in 
some  hues,  but  it  is  urged  that  this  will  come 
about  gradually  and  automatically  as  govern- 
ment orders  are  given  preference  over  private 
orders,  by  the  pressure  of  high  prices,  by  the 
influence  of  taxation  and  by  the  patriotic  de- 
sire to  participate  in  the  loans;  and  it  is  urged 
that  it  is  desirable  to  have  the  curtailment  of 
private  expenditures  brought  about  in  this 
manner,  as  public  expenditures  take  its  place, 
rather  than  by  impulsive  action  which  is  not 
correlated  with  the  government's  expendi- 
tures. 

Not  Hoarding,  But  Economy. 

It  should  be  understood  that  what  is  wanted 
in  the  way  of  economy  is  not  hoarding,  which 
would  bring  about  a  cessation  of  industry,  but 
an  intelligent  adaptation  of  private  policies 
to  the  public  needs.  There  is  not  going  to  be 
less  work  to  be  done  in  this  country.  There  is 
more  work  than  ever  in  sight  to  be  done.  In- 
dividuals must  turn  a  large  part  of  their  in- 
comes over  to  the  government,  not  for  hoard- 
ing, but  for  it  to  expend  among  the  industries. 
The  expenditures  will  merely  be  shifted  to 
new  channels.  This  is  the  main  fact  to  be  kept 
in  mind. 

We  do  not  think  the  pressure  of  high  prices 
and  high  taxation  should  be  the  only  influ- 
ences to  deter  an  individual  from  unnecessary 
expenditures.  One  of  the  most  difficult  tasks 
they  have  had  in  England  has  been  that  of 
convincing  people  that  because  they  could  af- 
ford to  buy  something  was  no  justification  for 
buying  it,  especially  in  war  time.  If  the  ex- 
penditure is  unnecessary  and  the  article  or 
service  requires  labor  which  is  needed  else- 
where, the  expenditure  ought  not  to  be  made. 
The  rule  of  course  must  be  applied  with  com- 
mon sense,  and  along  with  it  should  go  an 
organized  effort  to  utilize  whatever  labor  is 
released  in  industries  where  it  is  needed.  Our 
problem  is  to  so  organize  our  forces  that  not 
only  will  there  be  no  unemployment  but  that 
every  worker  will  be  employed  in  the  manner 
most  serviceable  to  the  country. 

The  Government  Loans. 

The  government  loans  authorized  since  the 
declaration  of  war  was  made,  and  additional 
to  authorizations  aggregating  $772,000,000,  at 
the  regular  session  of  Congress,  consist  of  a 
$5,000,000,000  bond  issue.  Treasury  certificates 
up  to  but  not  exceeding  $2,000,000,000  out- 
standing at  any  one  time,  and  a  bond  issue  of 
$63,945,460,  or  so  much  thereof  as  may  be 
necessary  to  redeem  the  3  per  cent,  loan  now 
outstanding  and  coming  due  in  1918.  Both 
issues  of  bonds  will  be  offered  upon  terms  as 
to  maturity,  rate  of  interest,  conversion,  re- 
demption, and  other  details,  to  be  fixed  by  the 


Secretary  of  the  Treasury,  except  that  the  in- 
terest rate  must  not  exceed  3}^  per  cent.,  they 
must  not  be  issued  at  less  than  par,  and  they 
must  be  first  offered  for  popular  subscription. 

TTie  Treasury  certificates  will  be  issued 
under  terms  to  be  fixed  by  the  Secretary  of 
the  Treasury,  except  that  they  must  not  bear 
more  than  3j4  per  cent,  interest,  be  sold  at 
less  than  par  or  run  more  than  one  year. 

Out  of  the  proceeds  of  the  $5,000,000,000 
bond  issue  the  Secretary  of  the  Treasury  is 
authorized  to  loan  $3,000,000,000  to  the  for- 
eign goyemments  which  are  at  war  with 
enemies  of  the  United  States,  taking  their 
obligations  bearing  the  same  rate  of  interest 
and  containing  the  same  essential  terms  as 
this  goyernment's  own  issue. 

The  general  financial  policy  thus  proyided 
for  is  commended.  It  is  desirable  that  the 
Treasury  shall  have  ample  authority  to  issue 
short  paper  in  anticipation  of  taxes  and  to 
take  care  of  its  needs  pending  the  permanent 
financing  by  means  of  bonds.  The  provision 
for  loans  to  allies  has  unanimous  approval ;  it 
is  the  only  means  by  which  this  country  can 
bear  an  important  part  in  this  summer's  cam- 
paign. The  remaining  $2,000,000,000  of  bonds 
and  the  $2,000,000,000  of  certificates  to  be  re- 
deemed out  of  the  revenues  are  intended  to 
cover  our  own  extraordinary  outlays  on  ac- 
count of  the  war  for  one  year. 

Although  the  interest  rate  of  3j/2  per  cent, 
will  seem  low  to  many  people,  it  is  a  return  free 
of  taxation,  and  if  it  was  higher  it  would  seri- 
ously aflFect  the  capital  value  of  other  securities 
and  perhaps  disturb  savings  bank  deposits.  It  is 
not  desirable  that  people  shall  attempt  to  shift 
other  investments  on  a  large  scale,  as  such  a 
course  would  unsettle  values  without  making  more 
capital  available. 

Magnitude  of  the  Offering:. 

The  aggregate  of  these  loans,  as  compared 
with  all  previous  financial  transactions  in  this 
country,  is  an  enormous  sum  to  be  offered  to 
the  public  for  subscription   within  one  year. 

Prof.  Roland  P.  Falkner  has  made  an  analysis 
of  the  income  tax  returns  of  1913,  hv  which  he 
calculates  backward  from  the  amount  of  super 
taxes  collected  under  the  several  classifications, 
and  from  the  collections  under  the  normal  tax, 
and  reaches  the  well  supnorted  conclusion  that 
the  collections  represented  incomes  aggregating 
$2,862,021,776  for  ten  months,  which  would  be 
at  the  rate  of  $3,434,426,131  for  a  full  year. 
This  was  approximately  the  total  of  personal  in- 
comes above  the  exemption  limits  in  that  year.* 

The  total  of  publicly  announced  domestic 
capital  issues  of  all  kinds,  and  of  foreign  loans, 
in  the  United  States  in  the  year  1916  was  re- 
ported by  the  New  York  Journal  of  Commerce 
at  $.3,567,499,900,  and  was  never  greater  than 
this  in  one  year. 

*PnbUcstloii«  p(  American  SUttitical  Anodatlon.  June,  l*ir>. 


The  funded  debt  of  all  the  railways  of  the 
United  States  on  June  30,  1916,  was  $9,279,911,- 
625. 

The  increase  in  the  wealth  of  the  United  States 
in  the  eight  years  from  1904  to  1912  was  $80,- 
000,000,000.  or  an  average  of  $10,000,000,000  per 
year,  according  to  the  census  bureau,  but  this 
included  the  enhancement  of  land  values.  Out- 
side of  all  property  classed  as  real  estate  the 
increase  of  wealth  from  1904  to  1912  averaged 
$4,037,619,654  per  year.  If  one-third  of  the  gain 
in  real  estate  values  is  attributed  to  improve- 
ments, the  total  accumulations  of  wealth 
during  these  eight  years  averaged  about 
$6,000,000,000  per  year.  No  doubt  the  average 
was  above  tliis  for  the  latter  years  of  the 
period  and  has  been  much  above  it  during  the 
last  two  years,  but  these  figures  give  an  in- 
dication of  what  it  means  to  undertake  to 
raise  $7,000,000,000  by  subscription  and  have  it 
paid  into  the  Treasury  within  a  year. 

It  is  true  that  in  comparison  with  the  feats 
of  the  countries  at  war,  wealth  and  population 
considered,  it  does  not  look  like  such  a  for- 
midable task.  The  British  people  subscribed 
$5,000,000,000  to  a  war  loan  in  February, 
which  will  be  all  paid  up  in  May,  and  have 
taken  several  hundred  million  dollars  worth 
of  Treasury  bills  since.  The  German  govern- 
ment offered  its  fifth  war  loan  last  October,  to 
which  subscriptions  amounted  to  $2,535,- 
200,000,  with  final  payments  in  February. 
Since  then  the  sixth  loan  has  been  closed  with 
subscriptions  reported  at  over  $3,000,000,000. 
And  these  accomplishments  in  England  ana 
Germany  are  after  over  two  years  of  war.  It 
must  be  recognized,  however,  that  the  war 
is  present  to  the  people  of  England  and  Ger- 
many in  a  much  more  personal  and  vital  sense 
than  it  is  to  the  people  of  the  United  States. 
There  is  no  reason  to  doubt  that  the  people  of 
this  country  under  similar  circumstances 
would  do  as  well,  but  the  question  is,  do  they 
understand  the  widespread  effort  that  is  re- 
quired to  raise  $7,000,000,000?  A  majority  of 
our  people  are  not  accustomed  to  subscribe  to 
public  offerings  of  securities.  Even  among 
those  accustomed  to  save,  local  real  estate  in- 
vestments and  local  bank  deposits  are  the 
most  familiar  means  of  employing  their  funds. 
They  are  likely  to  think  that  government 
bonds  are  for  rich  people  only. 

Source  of  Payments. 

There  are  four  methods  by  which  a  sub- 
scriber may  possibly  provide  the  means  of 
payment.  The  first  is  that  of  the  person  who  has 
been  hoarding  cash  and  gives  it  up  in  ex- 
change for  a  bond.  This  benefits  the  situation 
by  bringing  idle  money  into  use,  but  the 
amount  of  such  payments  will  be  insignificant. 
The  second  method  is  by  checking  against  a 
bank  balance.    The  mere  transfer  of  a  bank 


credit  from  one  commercial  account  to  an- 
other, or  even  from  one  commercial  bank  to 
another,  does  not  necessarily  disturb  the 
banking  situation,  although  an  extensive  re- 
distribution o£  deposits  occasions  more  or  less 
contraction  of  loans.  Funds  checked  over  to 
the  Treasury  and  promptly  disbursed  in  pay- 
ment of  government  purchases  will  be  re- 
distributed to  the  commercial  banks,  but  de- 
posits drawn  from  savings  banks  will  not  find 
their  way  back  so  readily.  Withdrawals  of 
important  amounts  from  savings  banks  will 
probably  compel  them  to  sell  securities,  which 
will  compete  with  the  government's  offerings. 
A  third  method  is  for  the  intending  subscriber 
to  sell  securities,  which,  while  enabling  him 
to  buy,  depletes  the  market  of  buying  power 
in  the  same  manner  as  when  savings  banks  arc 
forced  to  sell.  The  fourth  method  is  by  bor- 
rowing from  a  bank,  which  increases  the  total 
of  bank  loans  and  deposits,  and  when  resorted 
to  largely  inflates  the  whole  credit  situation, 
compels  the  banks  to  carry  larger  reserves  and 
has  the  same  effect  upon  prices  and  general 
business  as  an  inflation  of  the  currency.  Sub- 
scriptions by  banks  have  the  same  effect  as 
subscriptions  by  means  of  bank  loans,  but  are 
more  objectionable,  because  subscribers  who 
borrow  from  banks  will  feel  inclined  to  reduce 
their  borrowings  by  economies  and  by  avoid- 
ing other  investments,  which  will  tend  to 
bring  the  situation  back  to  normal. 

It  will  be  seen  that  the  chief  sources  of  supply 
are  the  unemployed  deposits  in  banks  and  ttie 
ability  of  the  banks  to  create  new  credit 
There  is  a  stream  of  new  capital  always  ac- 
cruing from  savings  and  profits  and  constantly 
passing  into  fixed  investments,  and  this  stream 
must  be  diverted  into  the  government  treas- 
ury. This  fund  of  accumulations  is  the  only 
source  of  new  capital,  but  it  is  possible  to  an- 
ticipate the  accumulations  to  some  extent  by 
the  use  of  bank  credit,  subject  to  the  disturb- 
ance and  risks  which  attend  every  unusual  re- 
sort to  credit. 

How  Inflation  Occurs. 

If  the  government  loans  are  taken  up  out 
of  current  accumulations  of  new  capital  and 
without  increasing  bank  loans,  the  business 
activities  of  the  country  will  be  directed  and 
restricted  to  the  employment  of  this  capital 
for  the  government's  purposes,  but  if  the 
country  undertakes  to  use  accumulations  for 
business  expansion  as  usual,  and  to  provide 
the  government  with  funds  by  means  of  bank 
credit,  there  will  be  an  attempt  to  employ 
purchasing  power  so  much  in  excess  of  the 
supply  of  labor  and  materials  that  these  will  be 
forced  rapidly  higher.  It  is  not  that  there  is 
a  conscious  depreciation  of  the  medium  of  pay- 
ments, but  that  the  enormous  demand,  sup- 
plied with  additional  purchasing  power,  and 
acting  upon  a   limited   supply  of  the  things 


wanted,  forces  prices  higher.  When  all  the 
forces  of  production  are  already  in  full  action, 
more  cannot  be  done  merely  by  supplying  ad- 
ditional credit.  It  is  a  question  of  more  men, 
more  equipment  and  more  materials.  An  at- 
tempt to  use  more  purchasing  power,  whether 
it  be  credit  or  gold  itself,  exhausts  itself  in 
higher  wages  and  prices  all  around. 

The  foregoing  statement  must  be  qualified, 
however,  by  saying  that  under  the  continued 
pressure  and  stimulus  of  such  extraordinary 
conditions  there  is  a  constant  development  of 
efficiency.  Rising  wages  in  the  town  indus- 
tries draw  men  from  the  farms  until  the  food 
supply  is  threatened,  and  this  prompts  extraor- 
dinary efforts  to  help  out  the  farmers.  The 
railways  have  taken  extraordinary  steps  to  ob- 
tain higher  efficiency,  and  there  are  unusual 
inducements  to  install  labor-saving  methods 
everywhere. 

Undoubtedly  there  will  have  to  be  a  large 
amount  of  at  least  temporary  borrowing  in 
order  to  handle  the  government  loans,  but  it 
should  be  impressed  upon  the  public  at  the 
outset  of  this  war-borrowing,  which  will  be  a 
steady  thing  as  long  as  the  war  lasts,  that  re- 
sort to  the  banks  by  either  the  government  or 
the  public  should  be  for  temporary  needs  only. 
Such  loans  should  be  paid  up  as  quickly  as 
possible  out  of  income,  to  clear  the  way  for 
future  requirements. 

Payments  Must  be  Qradual. 

Since  subscriptions  should  be  paid  so  far  as 
possible  out  of  income,  and  since  practically 
all  payments  must  be  made  by  shifting  bank 
funds,  it  is  of  the  greatest  importance  that  the 
government  shall  co-ordinate  its  receipts  and 
disbursements  so  as  to  make  them  as  nearly 
simultaneous  as  possible,  thus  causing  the 
smallest  possible  movement  of  money  and  the 
slightest  disturbance  of  general  banking  con- 
ditions. To  accomplish  this  the  receipts  must 
be  left  in  the  banks  from  which  they  are  to  be 
drawn,  with  the  slightest  practicable  degree 
of  concentration,  until  the  time  for  disburse- 
ment is  reached.  It  is  the  understanding  that 
the  bonds  authorized  will  be  offered  from  time  to 
time  in  installments,  but  no  official  statement  has 
been  made  as  to  the  amount  of  the  first  install- 
ment. 

In  the  other  countries  at  war  no  public  of- 
ferings of  new  securities  for  private  enter- 
prises are  permitted,  except  upon  approval  of 
the  government,  and  approval  is  strictly  con- 
fined to  enterprises  of  a  public  character  and 
serviceable  to  the  country  at  this  time.  No 
official  restraint  of  this  kind  has  been  thought 
necessary  as  yet  here,  but  the  state  of  the  mar- 
ket will  probably  have  much  the  same  effect. 
The  government  wifl  have  the  investment  field 
largely  to  itself,  at  least  until  it  is  developed 
how  readily  the  country  is  prepared  to  absorb 
its  offerings.     That  the   country  can  absorb 


them  is  beyond  question,  but  the  magnitude 
of  the  task  must  be  understood.  It  cannot  be 
done  through  the  subscriptions  of  only  those 
who  desire  a  3}^  per  cent,  investment,  or  by 
the  subscriptions  of  only  rich  people.  The  figures 
given  above  indicate  that  if  every  dollar  ex- 
pended in  the  country  upon  construction  work 
and  for  equipment  and  improvements  of  every 
kind,  within  one  year,  ten  years  ago,  had  been 
gathered  into  the  Treasury,  it  would  not  have 
equalled  the  sum  now  asked.  Such  a  sum  can 
only  be  raised  by  an  organized  effort  which 
reaches  out  to  every  town  and  hamlet  of  the 
country,  and  brings  home  to  every  corpora- 
tion, association,  business  firm  and  individual 
the  necessity  of  participating.  This  is  the 
method  by  which  the  loans  have  been  raised 
in  other  countries. 

Taxation. 

The  Committees  of  Congress  are  at  work  upon 
a  scheme  of  war  taxation  to  supplement  the  rev- 
enues provided  for  at  the  regular  session.  It  is 
generally  understood  that  the  plan  is  to  raise  by 
taxes  a  sum  equal  to  approximately  forty  or  fifty 
per  cent,  of  the  direct  war  expenditures  of  this 
government,  the  loans  to  the  Allies  being  covered 
by  their  own  obligations.  The  sum  to  be  raised 
is  so  great  that  the  differences  of  opinion  over 
methods  have  been  to  some  extent  minimized. 
Everybody  recognizes  that  taxation  must  be 
heavy  and  most  people  recognize  that  a  large 
amount  must  be  raised  by  loans.  There  are  sug- 
gestions for  the  practically  complete  confiscation 
of  large  incomes,  but  a  portion  of  these  incomes 
must  be  had  to  help  provide  the  huge  loans  to 
foreign  governments.  It  would  be  very  unfair 
for  this  government  to  tax  its  people  to  raise 
money  for  it  to  lend  at  interest  to  other  countries. 

The  committees  have  not  yet  indicated  their 
conclusions,  but  the  newspaper  reports  doubtless 
give  a  fair  account  of  what  is  contemplated.  The 
income  taxes  will  be  raised,  particularly  the 
higher  super  taxes,  and  the  limit  of  exemption 
will  be  lowered.  The  excess  profits  tax  will  be 
increased  upon  a  graduated  scale,  but  will  prob- 
ably not  be  as  high  as  first  rumored.  These 
profits  also  must  be  relied  upon  for  bond  subscrip- 
tions. Moreover,  much  of  what  appears  by  the 
books  to  be  profits  cannot  be  taken  from  going 
concerns  without  crippling  them.  The  profits  of 
the  last  two  years  have  been  going  largely  to 
increased  capacity,  and  are  still  needed  for  that 
purpose  and  for  additional  working  capital  under 
the  present  volume  of  business.  Moreover  the 
profits  of  extraordinary  times  like  these  must  be 
averaged  down  with  the  lean  years  that  usually 
follow  before  a  fair  calculation  of  actual  profits 
can  be  made.  Finally,  it  is  important  to  the  coun- 
try that  the  industries  shall  be  strong  after  the 
war  to  meet  the  lean  years  by  going  out  after 
world  trade  with  ability  to  grant  liberal  credits. 
The  stamp  taxes  of  the  first  war  revenue  act 


will  probably  be   reimposed,  and  heavy  taxes 
added  to  liquors  and  tobacco.     A  searching  in- 
crease all  along  the  line  of  luxuries  is  to  be  ex- 
pected, and  an  increase  of  postal  rates  is  talked 
of.    It  is  given  out  that  no  levy  upon  tea,  coffee 
or  cocoa  will  be  made,  or  increase  upon  sugar, 
presumably  upon  the  theory  that  the  rise  of  living 
costs  is  already  so  high  that  the  cost  of  neces- 
saries should  not  be  increased  by  taxation.    Prom 
this  decision  it  would  appear  that  with  the  ex- 
ception of  the  present  tax  upon  sugar,  which  is 
of  very  long  standing,  no  attempt  will  be  made 
even  in  this  emergency,  to  raise  revenues  from 
what  are  usually  called  necessaries. 
Loans  vs.  Taxation. 
An  extensive  agitation  has  been  carried  on  in 
favor  of  taxation  as  against  loans,  but  in  view  of 
the  fact  that  so  large  an  amount  of  taxation  has 
been  conceded  to  be  proper,  the  discussion  ap- 
pears rather  academic.    There  are  good  reasons 
for  raising  a  large  share  of  the  expenses  of  the 
war  by  taxation,  but  there  are  quite  as  good  rea- 
sons for  providing  that  those  who  come  after- 
ward shall  bear  a  large  share.    The  truth  is  that 
nothing  can  be  done  now  that  will  prevent  those 
who  come  afterward   from  being  losers  on  ac- 
count of  these  expenditures,  and  if  unwise  en- 
croachment is  made  upon  the  capital  fund  now 
the  loss  to  the  later  generations  will  be  greater 
than  if  we  bequeath  them  a  greater  debt  but  also 
a  greater  fund  of  capital. 

It  is  urged  that  the  raising  of  money  by  loans 
creates  inflation,  which  is  avoided  if  the  funds 
are  provided  by  taxation.  But  the  act  of  convert- 
ing present  income  into  a  government  loan  no 
more  involves  inflation  than  the  taking  of  income 
by  taxation.  There  will  be  inflation  if  there  is 
increased  borrowing  from  the  banks  either  to 
subscribe  for  the  loans  or  to  expand  business  in 
view  of  the  war's  demands  upon  industry.  It 
will  go  on  in  either  case  unless  the  incentive  to 
enterprise  is  completely  removed  by  the  taxation, 
and  it  may  be  questioned  whether  this  is  not  too 
big  a  price  to  pay  for  exemption. 

It  is  said  that  the  government  lays  its  hand 
upon  a  person  and  calls  him  to  the  colors,  there- 
fore it  may  properly  lay  its  hand  upon  property. 
Its  right  to  take  property  for  its  use  is  not  dis- 
puted, but  the  comparison  is  not  a  good  one.  If 
we  have  universal  service,  which  is  the  just  sys- 
tem, the  government  will  lay  its  hand  on  rich  and 
poor  alike;  they  will  be  equal  in  their  obli- 
gations to  give  personal  service.  When  it 
comes  to  property,  if  one  man  by  resolution, 
self  denial  and  the  other  qualities  which  win 
success  has  acquired  property  and  is  able  to  ex- 
tend aid  to  the  government,  while  another  has 
failed  to  acquire  property  and  is  not  in  position 
to  give  such  aid,  does  the  argument  maintain  that 
there  is  equal  or  just  treatment  in  taking  without 
limit  from  the  former  with  no  purpose  of  reim- 
bursement? Furthermore,  is  it  for  the  general 
advantage  ? 


Savers  and  Spenders. 

The  accumulation  of  capital  is  for  the  advan- 
tage of  the  entire  community;  the  progress  of 
society  is  dependent  upon  it.  The  benefits  of 
living  in  a  community  where  savings  and  profits 
are  being  constantly  accumulated  and  invested  in 
productive  equipment,  thus  multiplying  the  out- 
put of  comforts,  extend  to  all,  the  non-savers  as 
well  as  the  savers.  A  majority  of  people  are  not 
accumulators,  and  this  is  just  as  true  of  people 
of  ample  incomes  as  of  people  of  small  incomes. 
Statisticians  afhrm  that  as  large  a  percentage  of 
people  with  small  earnings  are  thrifty  as  of  people 
with  large  earnings,  for  thrift  is  not  evidenced  by 
what  is  earned  but  by  what  is  saved.  Thrift  is 
a  trait  of  character,  but  one  which  may  be  culti- 
vated and  developed,  and  it  is  for  the  interest  of 
the  State  that  it  shall  be  cultivated  and  developed. 

The  war  involves  the  country  in  great  expendi- 
tures, and  it  levies  certain  taxes  upon  consump- 
tion which  reach  practically  all  people,  but  under 
our  system  of  exempting  nearly  all  necessaries 
these  taxes  are  very  few.  There  are  other  taxes 
upon  articles  of  luxury  quite  commonly  indulged 
in,  such  as  tobacco,  which  in  the  aggregate  bring 
in  a  large  revenue,  and,  finally,  there  are  the  pro- 
gressive taxes  upon  thrift  and  success.  These 
taxes,  certain  persons,  who  doubtless  think  they 
are  working  in  the  interest  of  the  down-trodden 
masses,  want  to  make  confiscatory  of  all  large 
incomes.  1  heir  desire  to  do  it,  however,  is  not 
born  of  the  war;  they  were  wanting  to  do  it  be- 
fore the  war  and  will  want  to  do  it  after  the  war. 
Their  theories  of  improving  society  are  directed 
to  leveling  it  down,  to  dividing  and  eating  up 
what  there  is,  rather  than  to  building  up  and 
using  what  there  is  in  the  most  effective  manner 
to  increase  the  dividends  of  the  future. 

Whatever  is  raised  by  taxation  during  the  war 
is  gone  forever.  That  part  of  the  taxation  which 
is  taken  from  the  spenders  would  have  gone  any- 
way ;  that  part  which  is  taken  from  the  savers  is 
a  permanent  loss  to  the  community.  That  part 
which  is  borrowed  from  them,  however,  will  be 
collected  by  taxation  later  on  and  restored,  not 
simply  to  them  but  to  the  capital  fund  of  the 
community.  They  themselves  will  pay  a  portion  of 
the  taxes  for  this  purpose,  but  the  spenders  will 
likewise  pay  a  part,  and  this  enforced  saving  will 
be  the  only  saving  the  latter  will  ever  do.  There 
will  be  a  recovery  of  so  much  of  the  capital  cost 
of  the  war,  and  the  spenders  themselves  in  the 
long  run  will  gain  by  it. 

Taxation  on  Expenditures. 

The  present  system  of  taxation  is  based  upon 
income  and  savings.  It  would  be  more  scientific 
if  based  upon  expenditures  for  personal  and  un- 
productive purposes,  and  particularly  upon  ex- 
penditures for  luxuries,  vanity  and  display.  The 
capital  which  a  rich  man  puts  to  making  shoes 
or  clothes,  or  implements  of  production,  or  facili- 
ties of  transportation,  or  to  the  service  of  the 


public  in  other  ways,  is  not  devoted  to  himself ; 

it  is  devoted  to  the  public  as  truly  as  though  the 
public  owned  it.  If  the  public  owned  it,  there 
would  be  the  same  necessity  as  now  to  accumu- 
late a  surplus  for  carrying  on  the  development 
and  enlargement  of  the  service,  which  is  the  end 
to  which  all  surplus  capital  is  devoted  now. 

A  Typical  Investor. 

Mr.  Henry  Ford  is  one  of  the  most  famous 
rich  men  of  the  country.  He  has  made  his  wealth 
not  by  making  other  men  poorer  but  by  supply- 
ing them  with  a  utility  which  in  their  opinion  is 
worth  more  to  them  than  they  give  for  it.  Mr. 
Ford  has  long  since  passed  the  point  where  ad- 
ditions to  his  income  contribute  anything  to  his 
welfare  or  are  in  any  real  sense  devoted  to  him 
or  witlidrawn  from  the  community  fund.  For 
years  past  all  additions  to  his  wealth  have  been 
devoted  to  the  public,  either  by  gift  or  by  invest- 
ment for  the  development  of  industry,  the  latter 
being,  dollar  for  dollar,  the  most  serviceable. 
Athough  the  title  of  new  properties  may  be  in 
him,  the  properties  are  not  devoted  to  him,  for 
their  products  go  to  others  and  the  profits  are 
reinvested  to  make  more  products  which  likewise 
go  to  the  public.  If  he  deeded  all  the  properties 
besides  what  are  necessary  for  his  own  support 
to  the  State,  the  State  could  do  no  more  with  them 
than  he  is  doing  and  probably  could  not  manage 
them  nearly  so  well. 

He  is  developing  a  farm  tractor  which,  if  a 
success,  will  be  a  great  implement  of  service  to 
'  the  public,  and  all  the  profits  that  come  from  it 
will  in  the  natural  order  of  things  be  put  into  the 
development  of  some  other  utility.  And  this  is 
not  the  story  of  Henry  Ford  alone;  it  is  the  story 
of  the  development  of  industry  and  of  the  prog- 
ress of  society  from  the  beginning.  The  develop- 
ment which  preceded  Mr.  Ford  and  the  business 
men  of  this  time  served  as  a  foundation  for  them, 
and  what  they  are  doing  will  be  the  basis  for 
those  who  follow.  The  benefits  that  are  absorbed 
by  ownership  arc  infinitesimal  compared  with  the 
benefits  that  are  widely  distributed  as  the  devel- 
opment goes  on,  but  the  socialist  propaganda  is 
based  upon  the  assumption  that  nobody  benefits 
from  a  rich  man's  wealth  but  himself  I 

The  taxation  which  the  government  levies  upon 
Mr.  Ford  will  not  touch  any  of  his  income  now 
devoted  to  himself;  it  will  not  diminish  in  any 
degree  the  expenditures  upon  himself.  The  pro- 
ceeds will  come  out  of  that  portion  of  his  income 
which  is  destined  to  investments,  or  in  other 
words,  from  that  portion  which  is  devoted  to  pub- 
lic purposes.  It  subtracts  just  so  much  from  the 
capital  fimd,  which  is  as  truly  a  social  fund  as 
though  the  title  to  it  was  in  the  State.  It  may  be 
called  for  in  time  of  war  for  defense  of  the  State, 
but  it  is  in  the  common  interest  that  it  shall  be 
replenished  at  least  in  part  after  the  war  is  over. 

If  such  taxes  were  made  permanent  the  mean- 
ing would  be  that  the  government  in  taking  over 


the  incomes  of  men  like  Mr.  Ford,  who  have 
demonstrated  their  ability  in  certain  lines,  was 
assuming  to  have,  in  its  politically  selected  of- 
ficials, greater  ability  for  handling  this  capital 
efficiently  than  the  men  whose  genius  created  it. 

The  G«rdeog  «nd  Crops. 

The  country  is  well  aroused  to  the  impor- 
tance of  increasing  the  yield  of  food  stuffs  this 
year.  It  may  be  doubted  whether  there  has 
ever  been  another  such  an  example  of  prompt, 
energetic  co-operative  action  by  great  numbers 
of  people  over  so  extensive  a  territory,  as  has 
been  seen  in  this  country  since  the  govern- 
ment's April  crop  report  was  issued.  This 
Bank  has  sought  information  on  the  subject, 
and  acknowledges  the  receipt  of  a  vast  number 
of  letters,  covering  every  part  of  the  country, 
showing  an  alert  interest  everywhere,  and  that 
effective  measures  are  being  adopted  to  deal 
with  the  emergency.  Whether  the  reports  are 
from  Maine,  Oregon,  Texas,  Michigan,  Vir- 
ginia or  elsewhere  they  are  all  alike  in  tenor. 
They  furnish  remarkable  evidence  of  the 
homeogenity  and  initiative  of  our  people.  The 
reports  are  so  voluminous  and  at  the  same  time 
so  similar  that  it  is  both  impossible  and  un- 
necessary to  go  into  them  in  detail.  It  is  suf- 
ficient to  say  that  the  public  authorities  from 
the  national  government  down,  including  the 
public  school  officials  and  teachers,  and  all 
commercial  bodies  and  social  organizations, 
the  press  and  all  agencies  of  publicity,  have 
been  active  both  in  agitation  and  in  systematic 
work.  The  bankers  have  taken  a  conspicuous 
part  everywhere,  and  are  offering  funds 
liberally. 

It  must  not  be  assumed,  however,  on  the 
strength  of  this  activity,  that  a  great  increase 
of  production  is  assured.  The  farmers  do  about 
all  they  can  at  all  times,  and  at  best  the  acreage 
of  field  crops  can  be  but  slightly  increased.  Little 
can  be  expected  from  elaborate  plans  to  bring 
large  areas  of  new  land  under  cultivation.  There  is 
not  time  enough  for  such  schemes  to  be  worked 
out.  The  most  practical  work  will  be  done  by 
aiding  the  farmer  who  already  has  a  going 
business.  The  best  organization  is  one  which 
centers  in  the  county  seat  town,  and  covers 
every  part  of  the  county,  so  that  it  reaches 
every  farm  and  obtains  specific  information  as 
to  the  help  that  can  be  used.  A  fund  is  raised, 
tractors  are  bought,  seed  is  imported,  credit  is 
provided  and  labor  is  promised  at  the  critical 
seasons.  As  a  rule,  what  the  farmer  wants 
most  is  labor,  and  the  towns  can  find  a  very 
considerable  amount  of  it  when  they  set  out 
to  do  so.  School  boys  will  be  available  in 
great  numbers,  clerks  will  take  their  vacations 
at  farm  work,  and  business  men  will  loan  em- 
ployes. In  some  instances,  railway  section  men 
will  be  loaned,  and  railway  officials  everywhere 
are  taking  a  lively  interest  in  the  movement. 


Qardea  Cultivation. 

Garden  cultivation  is  on  a  great  scale,  and 
will  be  a  more  important  factor  than  ever  in 
the  food  supply  this  year.  The  yield  of  an 
acre  in  garden  crops  under  intensive  cultivation 
can  be  very  large,  and  the  labor  for  it  can  be 
had.  The  schools  are  doing  fine  work  organiz- 
ing the  children  for  this  task,  and  prize  offer- 
ings are  held  up  to  stimulate  the  interest.  One 
plan  of  school  work  is  to  organize  the  children 
m  groups  of  from  four  to  six  to  work  plots  of 
ground  together,  under  supervision.  This  ar- 
rangement will  allow  the  children  to  have  some 
vacation  time,  and  provides  with  greater  cer- 
tainty that  the  plots  will  be  cared  for.  In  some 
cases  the  city  government  has  purchased  a 
plow,  and  does  the  plowing  free.  One  of  the 
most  practical  measures  of  promoting  the  work 
is  that  adopted  by  employers  in  arranging  for 
garden  plots  for  their  employes,  and  for  plow- 
ing, fertilizer  and  competent  supervision. 

It  is  of  the  highest  importance  that  expert 
advice  and  supervision  be  provided  for  this 
garden  work.  Unless  this  is  done,  much  of  the 
effort  will  end  in  disappointment  and  loss. 
There  is  more  in  this  garden  movement,  and  in 
the  plan  to  aid  agriculture  generally,  than  sim- 
ply an  increase  of  this  year's  yield.  The  in- 
terest is  aroused  now,  and  there  is  a  chance 
to  inculcate  a  love  of  the  soil  and  of  partnership 
with  Nature  which  will  be  of  lasting  good  to 
thousands  of  young  people  in  mind  and  body, 
not  to  speak  of  financial  benefits.  It  is  good 
that  they  do  this  now  as  a  service  to  the  coun- 
try in  an  emergency,  and  it  will  be  good  for  the 
country  and  for  themselves  if  they  find  perma- 
nent interest  and  pleasure  in  it.  Let  no  pains 
be  spared,  therefore,  to  make  the  gardens  a 
success,  for  the  influence  upon  the  cultivators 
as  well  as  for  the  value  of  the  crop. 

Outlook  for  the  Crops. 

It  is  too  early  yet  to  add  much  to  what  is  al- 
ready known  of  the  crop  outlook.  Kansas  is  the 
most  important  winter  wheat  State,  and  the  Kan- 
sas department  of  agriculture  estimates  that  55 
per  cent,  of  the  acreage  sowed  will  be  plowed 
up.  Nebraska  is  no  better,  and  the  plant  everj'- 
where  came  through  the  winter  in  poor  condition, 
owing  to  a  lack  of  snow-covering  and  of  mois- 
ture. During  April,  however,  there  have  been 
splendid  rains  all  over  the  wheat  country,  putting 
an  end  4o  fears  of  further  deterioration  and  re- 
viving many  fields,  but  there  is  no  expectation 
that  the  crop  will  equal  last  year's.  The  spring 
has  been  backward  and  vegetation  is  delayed  but 
generally  the  soil  is  in  good  condition  now  for 
the  planting.  The  seeding  of  wheat,  oats  and 
barley  is  well  under  way.  On  the  whole  the 
acreage  of  these  crops  will  be  increased,  but  re- 
ports indicate  that  the  increase  of  wheat  is  less 
than  of  tlie  other  grains. 


The  great  opportunity  for  gain  is  in  corn, 
which  may  be  planted  up  to  the  first  week  in  June, 
and  no  doubt  a  substantial  increase  in  the  acreage 
will  be  made.  The  world  doesn't  know  how  to 
use  corn  as  an  article  of  diet  as  it  does  wheat, 
and  it  is  not  easy  to  persuade  people  to  make  sub- 
stitutions, but  there  will  be  no  starvation  if  corn 
is  plenty.  If  it  is  well  matured  it  will  keep  in 
store,  and  there  is  no  danger  of  growing  too 
much  corn.  All  energies  now  should  be  centered 
on  getting  a  big  corn  crop,  although  it  may  be 
well  to  repeat  a  warning  that  has  been  sounded 
against  plowing  up  so  much  pasture  that  the 
future  supply  of  cattle  will  be  affected.  The  meat 
supply  must  be  looked  after,  as  well  as  the 
grain  supply. 

Notwithstanding  the  high  price  of  potatoes,  or 
perhaps  because  of  the  high  price  of  seed,  re- 
ports from  the  chief  potato-growing  districts  do* 
not  indicate  increased  field  plantings,  but  the  in- 
crease in  gardens  is  very  large,  and  if  the  season 
is  favorable  there  should  be  a  good  supply. 

The  fruit  crop  is  promising  and  there  is  a  pros- 
pect that  household  canning  operations,  both  of 
fruit  and  vegetables,  will  be  limited  only  by  the 
supply  of  cans  and  jars.  Although  there  is  anxie- 
ty on  this  score  we  are  assured  that  there  will  be 
a  very  large  production  of  both  cans  and  jars, 
and  believe  that  plans  for  using  them  may  safely 
be  made. 

The  South  will  make  a  much  better  showing  in 
food  crops  than  ever  before,  as  a  result  oi  the 
splendid  patriotic  campaign  which  has  been  car- 
ried on  in  every  locality,  and  in  which  we  ar« 
glad  to  say  the  local  bankers  have  oeen  very  ef- 
fective. For  a  time  there  was  a  prospect  for  a 
large  increase  in  the  cotton  acreage,  prompted  by 
the  prevailing  prices,  but  as  a  result  of  the  efforts 
to  grow  more  food  the  cotton  acreage  probably 
will  be  but  little  larger  than  last  year.  Some  sec- 
tions of  the  South  have  lost  many  farm  laborers, 
who  have  been  attracted  elsewhere  by  high  wages 
in  the  industries,  and  this  will  have  some  effect 
upon  production. 

The  Qeneral  Situation. 

The  situation  is  much  better,  in  that  deteriora- 
tion of  winter  wheat  has  been  stopped  and  soil 
conditions  are  now  very  favorable  on  all  the 
spring  plantings.  There  must  be,  however,  no  re- 
laxation of  efforts  to  make  a  big  crop  of  every- 
thing, bearing  in  mind  that  an  average  crop  will 
not  suffice,  and  that  nobody  can  tell  until  the  crop 
is  harvested  how  much  margin  of  safety  there 
will  be.  The  wage  and  price  advances  in  this 
countr)'  during  the  past  month,  greater  even  than 
in  any  preceding  month,  are  an  impressive  re- 
minder that  the  whole  industrial  and  business 
situation  is  based  upon  the  food  supply.  We 
don't  worry  about  the  food  supply  ordinarily,  be- 
cause when  the  whole  world  is  at  work  and  pro- 
duction is  normal,  a  scarcity  in  one  country  is 
made  up  by  the  surplus  of  another,  and  by  the 


reserves  existing  everywhere,  but  now  not  only 
are  we  dependent  upon  ourselves  alone,  but  more 
than  ever  we  are  under  obligations  to  supply 
others.  This  is  no  time  for  easy  optimism  and 
neglect ;  it  is  a  time  when  every  possible  precau- 
tion against  new  calamities  should  be  taken. 

No  Immediate  Scarcity. 

It  was  probably  an  unavoidable  incident  of  the 
campaign  for  greater  food  production  that  many 
persons  should  become  alarmed  and  proceed  to 
lay  in  unusual  stocks  of  food  supplies,  but  it  was 
an  unfortunate  and  unnecessary  movement.  The 
crisis  has  been  passed  on  old  crop  supplies;  new 
vegetables  from  the  South  are  now  coming  into 
market  in  large  quantities  and  the  supply  will 
steadily  increase.  In  two  montlis  reapers  will 
be  running,  and  once  started  in  Texas  they 
will  not  stop  until  the  last  Canadian  field  is 
harvested  in  the  fall.  Besides  tlie  flour  in  homes 
and  stores  there  is  still  an  ample  supply  of  wheat 
in  this  country  to  cover  the  time  until  new  wheat 
is  available.  Furthermore,  during  the  month  the 
Canadian  government  has  removed  its  customs 
duty  against  American  wheat,  which  action,  by  the 
terms  of  our  own  tariff  law,  removes  our  duty 
against  Canadian  wheat,  and  there  is  yet  a  large 
amount  of  wheat  in  the  Canadian  Northwest. 
Finally,  the  British  government  during  the  month 
has  changed  over  important  holdings  in  this  coun- 
try from  May  and  June  deliveries  to  later  months, 
thus  releasing  wheat  to  the  market.  Its  agents 
have  announced  that  the  Allies  have  enough 
wheat  for  present  requirements. 

The  recent  jump  in  prices  has  been  directly  due 
to  the  hoarding  demand,  which  is  not  only  foolish 
but  unpatriotic.  The  housekeepers  in  order  to  pro- 
vide for  their  wants  several  months  ahead 
called  upon  the  grocers,  the  grocers  called 
upon  the  millers,  and  the  millers  went  into 
the  market  and  bid  against  each  other  until 
No.  2  red  winter  wheat  for  immediate  grind- 
ing sold  in  Kansas  City  on  the  28th  inst.  at  $3.26 
per  bushel,  while  all  later  deliveries  were  selling 
much  lower.  If  the  hoarders  had  provided  for 
their  future  wants  by  buying  flour  for  future  de- 
livery they  would  have  protected  themselves  at 
lower  cost,  and  without  the  risk  of  having  the 
flour  spoil  on  their  hands. 

Saving  Food. 

Not  everybody  is  so  situated  as  to  be  able  to 
be  in  a  small  way  a  food  producer,  but  everybody 
can  be  economical  in  the  use  of  food,  and  it  is 
possible  that  the  savings  upon  what  goes  to  the 
garbage  cans  and  what  is  worse  than  wastefuUy 
consumed  might  equal  the  results  of  this  cam- 
paign to  increase  production. 

There  is  a  conflict  of  expert  opinion  over  the 
proposal  to  make  a  coarser  grade  of  flour.  Its 
opponents  affirm  that  the  portions  of  the  grain 
which  it  is  proposed  to  include  are  in  fact  un- 
assimilible  by  the  human  stomach,  and  that  if 


eaten  by  humans  will  be  wasted,  whereas  they 
make  the  best  of  food  for  animals.  Tlic  scien- 
tists ought  to  be  able  to  settle  this  question. 

Price  Fixinc. 

The  proposals  for  emergency  legislation  pro- 
posed by  the  Secretary  of  Agriculture  include 
sweeping  authority  to  fix  prices  upon  food  prod- 
ucts, and  the  first  effect  is  to  raise  a  question 
among  producers  as  to  whether  they  want  to 
make  extraordinary  efforts  to  increase  produc- 
tion with  such  an  unknown  contingency  hang- 
ing over  them.  One  of  the  bad  features  of  the 
situation  for  several  months  has  been  the  mar- 
keting of  unfinished  cattle  because  the  owners 
have  not  cared  to  run  the  risk  of  putting  more 
high-priced  feed  into  them.  The  probability 
that  prices  will  be  arbitrarily  fixed  in  the 
interest  of  consumers  increases  the  indisposition 
to  take  risks.  Of  course,  it  is  said  that  the  au- 
thority will  be  exercised  only  to  restrain  the 
avarice  of  middlemen,  but  the  farmer  has  a  pret- 
ty definite  idea  that  if  there  is  interference  at  one 
place  in  the  chain  of  delivery  the  effect  will  be 
felt  all  along  the  line.  If  the  price  of  flour  is 
fixed  the  price  of  wheat  will  be  practically  fixed. 

The  whole  scheme  of  government  regulation  of 
prices  is  of  very  dubious  utility,  for  the  simple 
reason  that  no  authority  can  be  created  with  wis- 
dom enough  to  exercise  the  power  with  any  cer- 
tainty of  beneficial  results.  Every  act  of  such 
arbitrary  authority  has  a  multitude  of  unforseen 
consequences.  The  play  and  interaction  of  all  the 
motives  and  considerations  that  relate  prices  to 
each  other  are  beyond  calculation.  It  requires  a 
very  exceptional  situation,  where  the  supply  is 
practically  fixed  and  prices  have  no  reaction  upon 
production,  to  justify  price-fixing. 

If  any  degree  of  price-fixing  is  justified  at  the 
present  time  it  is  the  fixing  of  a  minimum  price 
to  guarantee  the  producer  against  an  improbable 
fall  in  the  market.  There  is  reason  in  this  at  a 
time  when  the  public  interests  require  tliat  ex- 
traordinary precautions  be  taken  against  a  short- 
age. The  possible  difference  between  a  big  har- 
vest and  a  short  harvest  is  so  great  that  it  is 
impossible  to  make  a  close  forecast  of  what  the 
harvest  will  be,  and  the  only  rational  policy  now 
is  to  make  it  as  big  as  possible.  We  cannot  take 
the  chances  on  skinning  through  by  grace  of  a 
good  yield ;  we  must  be  safe  against  a  poor  yield. 
But  the  individual  farmer,  who  is  asked  to  make 
extraordinary  efforts  to  insure  the  public  welfare, 
must  limit  his  risks ;  he  will  do  more  on  a  guar- 
anty that  the  price  will  not  fall  below  a  certain 
figure  tlian  he  can  afford  to  do  without  a  guar- 
anty, and  if  by  reason  of  this  encouragement  the 
crop  is  made  so  large  that  the  market  falls  below 
the  guaranty,  the  public  interest  has  been 
served  and  the  public  can  afford  to  pay  the 
cost.  The  principle  involved  in  this  is  totally 
different  from  that  involved  in  arbitrary  price- 
fixing,  and  yet  the  chief  objection  to  fixing 


minimum  prices  is  that  it  is  almost  impossible 
to  carry  the  proposal  without  including  some 
provision  for  maximum  prices.  It  would  have 
been  well  worth  while  to  have  fixed  minimum 
prices  for  wheat  while  there  was  yet  time  to 
increase  the  wheat  sowings,  but  that  time  has  now 
passed. 

General  Business  Conditions. 


A  change  of  some  significance,  although  not  of 
large  proportions,  has  been  observable  in  the  in- 
dustrial situation  in  tlie  last  two  or  three  weeks. 
The  further  rise  of  prices  and  other  factors  in 
the  situation  are  reducing  business  in  some  lines 
while  in  others  there  is  greater  pressure  than 
ever.  Building  operations  have  held  up  remark- 
ably well  under  the  advances  in  steel  and  other 
materials,  but  a  great  many  building  plans  are 
being  laid  aside  until  costs  are  lower.  The 
Financial  and  Commercial  Chronicle  reports 
that  in  169  cities  the  contracts  entered  into  in 
the  first  quarter  of  1917,  contemplated  an 
expenditure  of  approximately  $203,977,094, 
against  $202,538,195  in  the  same  months  of 
1916.  Although  this  shows  a  slight  gain,  if 
allowance  is  made  for  higher  prices  there  is  an 
actual  decline  in  work  done. 

The  carpet  branch  of  tlie  textile  industry 
shows  the  most  marked  effect  of  high  prices  upon 
goods  which  may  be  classed  as  luxuries.  An  auc- 
tion sale  in  the  last  week  of  April,  in  this  city, 
by  one  of  the  largest  mill  companies  was  consid- 
ered disappointing,  although  the  sales  in  six  days 
amounted  to  $3,970,000.  The  prices  were  said 
to  be  above  those  paid  by  jobbers  last  fall,  but 
not  up  to  the  level  required  upon  the  present  basis 
of  costs,  and  the  company  announced  that  a  cur- 
tailment of  50  per  cent,  in  production  would  be 
made. 

In  textiles  generally  merchants  are  said  to  be 
buying  cautiously,  confining  themselves  to  fewer 
lines  and  avoiding  the  novelties  and  extremes  of 
style.  It  is  between  seasons  in  many  lines  with 
manufacturers,  the  goods  for  the  fall  and  winter 
retail  trade  having  been  sold,  and  business  has 
hardly  begun  on  next  spring's  deliveries.  It  is 
the  effect  of  the  new  wage  scales  and  present 
prices  for  raw  materials  upon  retail  prices  in 
the  spring  of  1918  that  gives  concern.  At  present 
the  manufacturers  are  more  anxious  about  their 
labor  supply  than  anything  else,  advances  in 
other  industries  compelling  them  to  follow  in 
order  to  hold  their  help.  The  labor  problem  is 
expected  to  become  more  acute  as  spring  ad- 
vances. Stocks  of  merchandise  in  mill  hands  are 
very  low.  Government  buying  is  an  important 
factor  at  this  time.  The  shoe  business  reports 
some  signs  of  the  impulse  to  economy.  Hides  are 
about  100  per  cent,  above  normal  prices,  and  a 
standard  shoe  which  before  the  war  sold  at 
wholesale  at  $2.25  is  now  $2.90,  and  will  soon  be 
at  $3.25.  The  latter  price  will  be  the  basis  for 
retail  selling  in  the  spring  of  1917. 
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The  fourth  advance  in  wages  in  the  iron  and 
steel  industry  goes  into  effect  May  1st,  and  as 
these  are  cumulative  the  aggregate  is  about  45 
per  cent,  upon  wages  before  the  war.  The  wages 
of  coal  miners  in  both  anthracite  and  bituminous 
fields  have  been  increased  15  to  20  per  cent.  The 
miners  are  all  working  under  agreements  made 
a  year  ago  and  extending  over  several  years,  and 
the  conference  upon  the  subject  reflected  credit 
upon  all  concerned.  The  miners  did  not  threaten 
to  strike ;  on  the  contrary,  they  admitted  that  they 
were  bound  by  their  agreements  and  declared 
their  intention  to  live  up  to  them,  but  in  view  of 
the  great  rise  in  living  costs  asked  that  another 
wage  advance  be  granted. 

The  railway  traffic  situation  is  better,  but 
still  bad  and  occasioning  much  anxiety.  A 
vast  amount  of  heavy  freight  is  held  up,  and 
many  mills  and  furnaces  are  operating  below 
capacity  on  account  of  the  congestion.  Navi- 
gation on  the  lakes  is  now  open,  and  this  will 
create  a  great  amount  of  new  traffic  at  the  lake 
ports  which  the  roads  are  apparently  not  in  posi- 
tion to  handle. 

The  March  figures  of  our  exports  and  im- 
ports are  surprisingly  good  in  view  of  the 
activity  of  the  submarines.  Exports  at  $551,- 
278,328,  have  never  been  greater  in  any  one 
month,  except  in  January,  1917,  and  imports 
made  a  new  record  at  $270,484,489,  the  mer- 
chandise balance  was  $280,793,889. 

Bank  clearings  are  running  35  to  40  per  cent, 
ahead  of  a  year  ago.  The  high  prices  are  a" 
factor  in  both  clearings  and  foreign  trade 
totals,  but  they  do  not  account  for  all  of  the 
increase  in  either  case.  Bradstreets'  monthly 
average  of  commodity  prices  shows  an  in- 
crease of  about  24  per  cent,  over  a  year  ago. 

Kailroad  gross  earnings  in  February  made 
an  increase  of  about  1  per  cent,  over  those  of 
February,  1916,  but  on  account  of  higher  oper- 
ating costs,  net  revenues  declined  26.59  per 
cent.  The  Interstate  Commerce  Commission 
has  given  the  roads  permission  to  file  tentative 
freight  rate  schedules  providing  for  an  ad- 
vance of  15  per  cent,  to  go  into  effect  June  1st, 
the  case  to  be  heard  in  the  meantime. 

The  Future  of  Business. 

The  uncertainty  which  has  existed  ever 
since  the  war  began  as  to  the  conditions  that 
would  prevail  after  the  war  is  clearing  away, 
and  confidence  is  becoming  established  that 
there  will  be  plenty  of  business  not  only  while 
the  war  lasts  but  for  a  term  of  years  thereafter. 
The  amount  of  work  which  is  piling  up  for 
the  principal  industries,  and  particularly  the 
iron  and  steel  industry,  gives  assurance  of  this. 
There  is  a  great  volume  of  business  booked 
into  1918  and  bookings  in  1919  are  not  infre- 
quent. The  shipbuilding  industry  is  certainly 
good  for  five  years  of  activity,  and  steel  men 
believe  that  railroad  equipment  and  construc- 


tion, and  other  important  demands  will  not  be 
satisfied  in  much  less  time.  The  lumber  in- 
dustry looks  forward  for  several  years  of 
assumed  activity,  and  if  we  are  alert  to  our 
investment  opportunities  abroad  we  can  create 
a  large  outlet  for  many  lines  of  goods.  Our 
developing  relations  with  Russia,  China  and 
South  America  are  very  favorable  to  trade  ex- 
pansion if  we  are  prepared  to  give  the  financial 
assistance  they  will  need  and  are  worthy  of. 

The  Money  Markets. 

Monetary  conditions  show  but  slight  effects 
as  yet  of  the  great  financial  transactions  which 
are  pending,  and  this  truthfully  reflects  the  con- 
fidence that  they  will  be  handled  without  se- 
rious interference  with  ordinary  banking  ac- 
commodations. The  first  borrowing  by  the 
government  this  year  was  on  April  1st,  of  $50,- 
000,000  in  loan  certificates  maturing  June  30th, 
taken  by  the  Federal  reserve  banks  at  2  per 
cent.  On  April  24th  the  Secretary  of  the 
Treasury  offered  $200,000,000  certificates  of  in- 
debtedness bearing  3  per  cent,  interest  and 
maturing  June  30th.  The  offering  was  in- 
formal, and  not  general,  through  the  Federal 
reserve  banks,  but  the  amount  was  over 
subscribed,  and  the  Secretary  decided  to  in- 
crease the  issue  to  $250,000,000.  Out  of  the 
proceeds  he  proceeded  immediately  to  make 
a  short  loan  of  $200,000,000  to  the  British 
government,  which  was  used  in  part  to  pay 
off  loans  in  New  York.  Notwithstanding  this 
shift  there  was  an  interesting  reaction  on 
New  York  balances  as  a  result  of  interior 
subscriptions  to  the  loans,  $17,000,000  being 
transferred  by  wire  from  correspondent  banks 
here  to  the  Federal  reserve  banks  of  other 
districts,  to  make  good  the  impairment  of  reserves 
caused.  This  indicates  that  although  the  in- 
terior banks  are  strong  in  reserves,  the  assist- 
ance which  they  give  to  government  loans 
will  involve  considerable  reductions  in  their 
balances  in  this  city.  The  division  of  the 
$200,000,000  loan  between  New  York  and  the 
rest  of  the  country  has  not  been  made  known, 
but  it  is  assumed  that  more  than  one-half 
of  it  was  taken  here.  The  $17,000,000  of 
telegraphic  transfers  did  not  measure  the 
full  reaction  from  the  interior  upon  New  York, 
as  the  heavy  balances  in  favor  of  the  Federal 
Reserve  Bank,  of  this  city,  at  the  clearing 
house  on  subsequent  days  have  shown. 

Call  rates  for  money  went  up  to  4  per  cent, 
on  the  24th,  when  payments  for  the  certificates 
were  being  made,  but  dropped  back  to  ly^  the 
next  day.  Time  money  has  been  slightly 
firmer,  and  is  quoted  at  4>^  to  4^,  for  six 
months.  With  the  prospective  demands  on 
New  York  in  connection  with  the  forthcoming 
government  loans  the  market  is  likely  to  re- 
main firm. 

The  surplus  reserves  of  the  New  York  Clear- 
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ing  House  banks  on  April  28th  were  $111,- 
642,220,  a  reduction  for  the  week  of  $9^256.980. 
Since  March  1st  the  Federal  Reserve  Bank  of 
New  York  has  lost  approximately  $140,000,000 
to  the  other  reserve  banks  through  the  gold 
settlement  fund. 

The  abstract  of  national  bank  statements 
under  the  Comptroller's  call  of  March  5,  1917, 
shows  that  the  loans  of  all  national  banls  were 
up  $372,236,000  from  December  27,  1916,  and 
$1,222,851,000  from  March  7.  1916.  Demand  de- 
posits were  up  $140,808,000  since  December 
and  $1,067,884,000  in  the  year.  The  excess  re- 
serves of  the  system  are  calculated  at  $1,109,- 
065,000,  as  compared  with  $995,184,000  at  the 
December  date.  Bank  balances  in  New  York 
were  $1,227,581,000,  as  compared  with  $1,098,- 
629,000  in  December  and  $1,150,425,000  in 
March  of  last  year,  but  individual  deposits  in 
New  York  were  $1,495,683,000  against  $1,630,- 
881,000  in  December  and  $1,319,220,000  in 
March  last  year.  The  reserve  percentages  of 
the  three  classes  of  banks  on  December  27. 
1916,  and  March  5,  1917.  were  as  follows : 

March  5  DeiTrmbcr  27 

1917  1918 

Central  rcMrve  city  banka....„ 21.31  21.22 

Reserve  city  banka- 24.48  23.47 

Country   banka   28.J8  K7.47 

Federal  Reserve  Amendments. 

The  amendments  which  were  proposed  to 
the  Federal  rcser\'e  act  at  the  last  session  of 
Congress,  with  a  view  to  concentrating  gold 
reserves  in  the  Federal  reserve  banks,  with 
slight  modifications,  have  been  embodied  in  a 
new  bill,  introduced  at  the  present  session  and 
now  recommended  for  passage  by  the  Senate 
Committee  on  Finance.  Under  its  provisions 
member  banks  in  central  reserve  cities  will  be 
required  to  keep  13  per  cent.,  reserve  city 
banks  10  per  cent.,  and  country  banks  6  per 
cent,  of  their  demand  deposits  in  the  reserve 
banks,  and  all  banks  must  keep  at  least  4  per 
cent,  of  their  demand  deposits  in  their  pos-< 
session,  but  this  4  per  cent,  may  consist  of  any 
kind  of  lawful  money,  including  reserve  notes. 
If  these  and  the  collateral  amendments  au- 
thorizing the  direct  exchange  of  Federal  re- 
serve notes  for  gold  are  adopted,  the  gold  hold- 
ings of  the  reserve  banks  will  be  largely 
augmented  and  the  capacity  of  banks  to  grant 
re-discounts  will  be  correspondingly  increased. 
This  is  very  desirable  in  view  of  the  demands 
which  may  fall  upon  the  reserve  system  in 
financing  the  war. 

By  way  of  offering  further  encouragement 
to  state  banks  and  trust  companies  to  enter  the 
system  an  amendment  is  offered  allowing  them 
to  withdraw  from  the  system  upon  easy  terms 
if  they  should  desire  to  do  so. 

As  a  result  of  the  government  financing  the 
demands  upon  all  banks  for  accommodations 
are  bound  to  be  larger,  and  the  re-discounting 
privilege  will  be  a  greater  inducement  to  the 
state  banks  and  trust  companies  than  hereto- 


fore. Incidentally,  also,  the  earnings  of  the 
Federal  Reser\'e  banks  will  increase,  back  divi- 
dends will  be  cleaned  up.  and  future  dividends 
will  be  put  on  an  assured  basis. 

Influence  of  Qovemment  Loans. 

The  banking  situation  now  is  dominated  by 
the  influence  of  the  forthcoming  loans,  and 
will  be  greatly  under  that  influence  while  the 
war  lasts.  It  is  evident  that  whether  the  loans 
are  taken  up  by  the  public  out  of  income  or  by 
borrowing  from  the  banks,  the  payments  to 
the  Treasury  and  the  disbursements  of  the 
Treasury  back  to  the  public  must  be  handled 
by  the  banks.  If  there  is  heavy  borrowing  by 
the  public  for  this  purpose  it  will  stiffen  the 
money  market,  raise  deposits  to  the  limit  ot 
reserves,  and  ultimately  send  the  member 
banks  to  the  Federal  reserve  system  for  re- 
discounts. There  is  no  reason  to  antici- 
pate, however,  any  conditions  under  which 
credit  will  be  difficult  to  obtain  for  the  regular 
business  operations  of  the  country.  If  there 
was  any  doubt  about  this  the  fact  that  the 
Bank  of  England  during  the  last  month  has 
reduced  its  discount  rate  to  5  per  cent,  after 
nearly  3  years  and  9  months  of  war  should 
dispose  of  it.  From  August  8,  1914,  to  July  13, 
1916,  the  Bank  of  England  rate  stood  at  S  per 
cent.  At  the  latter  date  it  was  raised  to  6  on 
account  of  tight  money  in  New  York,  on  Jan- 
uary 13,  1917,  it  was  dropped  to  Syi  and  fol- 
lowing the  entry  of  the  United  States  into  the 
war  dropped  back  to  5  per  cent. 

Gold  importations  have  dropped  and  there  is 
no  immediate  reason  for  their  resumption,  now 
that  credits  for  the  allies  are  to  be  supplied  by 
other  means.  There  is  no  doubt,  however,  that 
they  will  be  resumed  from  time  to  time,  as  ad- 
ditional banking  accommodations  are  required 
and  reserves  need  to  be  increased.  It  is  not 
likely,  that  gold  importations  will  be  again 
on  the  large  scale  of  the  past  year.  They 
would  promote  the  very  tendencies  which  it 
is  very  desirable  to  avoid. 

The  Bond  Market. 


The  bond  and  stock  markets  during  April 
have  been  very  quiet  under  the  influence  of  the 
pending  government  loans.  The  most  impor- 
tant issue  during  the  month  was  $25,000,000  of 
4  per  cent,  bonds  of  the  State  of  New  York, 
which  sold  at  105^  and  interest,  a  very  good 
price  under  the  conditions.  The  leading  rail- 
road issues  was  $10,000,000  of  Baltimore  & 
Ohio.  Ayi  per  cent  equipments  at  99j^  and  in- 
terest, $6,000,000  Pere  Marquette,  first  mort- 
gage 5  per  cents,  at  95.  The  total  of  railroad 
issues  was  $27,080,000,  of  municipals  $31.- 
575,000  and  of  public  utilities  $16,314,000. 

Buyers  were  holding  off,  and  the  market 
yielded  easily  under  a  comparatively  small 
volume  of  selling.  The  combined  average  of 
forty  high  grade  listed  bonds  on  April  27th  was 
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91.96,  compared  with  94.24  on  March  27th,  and 
93.97  on  April  27,  1916.  Many  high  grade  rail- 
roads lost  more  than  this. 

The  foreign  government  issues  in  this  market 
advanced  from  2  to  5  points  on  the  entrance  of 
the  United  States  into  the  war.  The  con- 
vertible, secured,  issues  were  in  best  demand, 
and  the  secured  non-convertible  next,  the  latter 
selling  on  a  6  to  7  per  cent,  basis.  Anglo- 
French  loan  about  94. 

There  is  an  evident  inducement  for  persons 
who  are  subject  to  the  higher  super  taxes  upon 
incomes  to  sell  other  securities  for  the  purpose 
of  re-investing  in  the  non-taxable  3J4  per  cent, 
bonds,  but  there  is  no  evidence  of  a  large  sell- 
ing movement  as  yet.  Not  much  activity  or 
strength  can  be  looked  for  in  the  general  mar- 
ket until  the  situation  as  to  the  government 
loan  takes  shape. 

The  stock  market  has  been  inactive  and 
weak. 

The  British  Fiscal  Year. 

The  regular  British  fiscal  year  ends  March 
31st,  and  for  the  year  just  past  the  total  ex- 
penditures of  the  government  were  approxi- 
matclv  $10,990,000,000,  of  which  about  $2,867,- 
000,000,  or  approximately  25  per  cent.,  was 
met  by  revenue  and  the  remainder  by  loans. 
The  revenues  of  the  year  exceeded  the  Treas- 
ury's estimates  as  submitted  at  the  beginning 
of  the  year  by  about  $350,000,000,  the  principal 
item  of  the  excess  being  in  the  excess  profits 
tax,  which  yielded  $280,000,000  more  than  cal- 
culated. The  revenue  receipts  from  taxation 
and  other  sources  for  the  last  full  year  of 
peace,  ended  March  31,  1914,  and  for  the  last 
year,  are  given  below  for  the  purpose  of  show- 
ing the  sources  from  which  the  new  revenues 
have  been  obtained.  The  figures  above  and 
below  are  made  by  the  conversion  of  the  pound 
sterling  at  $5,  and  for  accuracy  about  3  per 
cent,  should  be  deducted. 

RBVKNCB  OF  GREAT  DRITAIN. 

Y»r  to  Yt»r  to 
Mirch3I.I9I7       March  31.  19U 

Cuitoni   $352,805.00  $177,250.00 

F.xci»e     281.900.00  197.950.00 

Eatatc,  etc.,  datia 156.160.00  136.795.00 

Sumps    39.390.00  49.830.00 

I-and  Ux   3.200.00  3,500.00 

House    duty    9,700.00  10,000.00 

Property  and   income   tax    (includ- 
ing supertax)    1,025,165.00  236,245.00 

Excess      profits     duty      (including 

munitions  levy)    699.600.00               

Land    value    duties 2,605.00  3,575.00 

Receipts  from  taxes $2,570,525.00  $815,145.00 

Postal    serrice    $121,750.00  $105,950.00 

Telegraph  service    16.750.00  15.400.00 

Telephone  service   32.000.00  32.650.00 

Crown  lards  3.250.00  2,650.00 

Receipts  from  sundry  loans 40.280.00  7.900.00 

Miscellaneous   82,585.00  11.520.00 

Receipts  from  non-tax  revenue $296,615.00  $176,070.00 

$2,867,140.00  $991,215.00 

Up  to  March  31st  last  the  United  Kingdom 
had  raised  for  the  war  $20,575,000,000,  includ- 


ing the  peace-time  cost  of  the  army  and  navy, 
and  including  advances  to  allies  and  colonies. 
These  advances  to  March  31st  had  amounted 
to  $4,800,000,000,  and  are  assumed  to  be  re- 
imbursable sometime.  The  total  British  debt 
on  the  above  date  was  approximately  $19,- 
500,000,000.  The  sums  advanced  to  allies  and 
colonies  have  exceeded  the  amount  of  British 
borrowings  in  this  country  together  with  the 
amount  of  other  securities  sold  here,  hence  if 
interest  is  received  upon  the  advances  to  allies 
and  colonies  the  net  income  of  the  British  peo- 
ple from  abroad  will  not,  on  the  present  show- 
ing, be  less  than  before  the  war. 

The  London  Economist,  of  March  31st,  dis- 
cussing the  expenditures  upon  the  war,  says: 

"Luckily,  most  of  our  capital  is  in  a  form  which  the  enemy 
has  not  yet  been  able  to  damage  materially,  and  the  government 
is  unable  to  take  and  fire  out  of  a  gun.  Most  of  the  goods  and 
services  that  we  are  putting  into  the  war  are  produced,  and 
must  be,  as_  the_  war  goes  on,  and  their  production  does  not 
naterially  diminish  our  power  to  produce  goods  and  services 
for  peace  when  peace  comes.  •  •  •  We  have  greatly  increased 
"Ur  productive  power  in  the  war,  and  the  solvency  of  a  state, 
as  of  a  business,  depends  on  its  productive  power  in  relation 
to  its  consumption.*' 

This  accords  with  the  opinion  we  have  re- 
peatedly expressed.  The  workshops  of  Eng- 
land have  not  been  expended  on  the  war.  They 
are  all  there,  many  of  them  enlarged,  more 
efficiently  equipped  and  operated  than  before. 
The  great  public  debt  is  held  at  home,  and  al- 
though most  of  it  represents  unproductive  ex- 
penditures, the  payments  upon  it  after  the  war 
^will  not  be  unproductive  expenditures.  They 
will  by  no  means  constitute  a  dead  weight 
burden  upon  the  country.  There  were  5,000,000 
subscribers  to  the  last  British  loan,  and  each 
one  will  have  an  income  from  that  source  to 
offset  in  part  at  least  the  taxation  which  he 
must  bear  for  that  purpose.  The  payments 
upon  the  debt  at  the  worst  involve  not  an  ex- 
tinguishment but  a  redistribution  of  income, 
the  proceeds  of  the  taxation  being  disbursed 
to  the  debt-holders  and  remaining  available  for 
the  usual  business  purposes  which  eflfect  a 
wide  diflFusion  of  benefits. 

Railroads  Organize  for  the  War. 

The  railroad  companies,  in  view  of  the  enor- 
mous pressure  upon  their  facilities,  and  the  im- 
portance of  rendering  the  most  efficient  service 
possible  during  the  war,  have  taken  a  step  which 
may  prove  to  be  epoch-making  in  its  lasting  re- 
sults. It  is  nothing  less  than  the  consolidation  of 
all  the  railroads  of  the  country  under  one  man- 
agement for  operating  purposes.  At  a  meeting 
of  the  Presidents,  held  in  Washington  on  April 
11th,  the  following  resolution  was  adopted: 

"RESOLVED:  that  the  railroads  of  the  United  States,  acting 
through  their  chief  executive  officers  here  and  now  assembled,  and 
stirred  by  n  high  sense  of  their  opportunity  to  be  of  the  greatest 
service  to  their  country  in  the  present  national  crisis,  do  hereby 
pledge  themselves,  with  the  Covemment  of  the  United  Slates,  with 
the  Covemments  of  the  several  ststes,  and  with  one  another,  that 
during  the  present  war  they  will  coorrlinate  their  operations  in  a  con- 
tinental railway  system,  merging  during  such  period  all  their  merely 
individual  and  competitive  activities  in  the  effort  to  produce  a 
maximum  of  national  transportation  efficiency.  To  this  end  they 
hereby  afree  to  create  an  organization  which  shall  have  general 
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■atboritr  to  tonnuUU  in  detail  ■nd  from  tint*  to  tlm*  *  pollej  o( 
ep*n>Uoo  of  all  or  anir  of  the  railwa\t,  which  policjr,  when  and  aa 
aASMMMicvd  by  auch  trmporair  orfanitation,  aliall  b«  acc«pt«d  and 
taruntlf  made  rffrctivr  bv  Uic  aervral  maiwcxinenU  of  the  in- 
dirldual  railroad  companiea  here  rvprriK'nted.** 

An  organization  was  effected  with  Fairfax 
Harrison,  President  of  the  Southern  Railway 
System,  as  Chairman,  and  the  chief  executives  of 
the  New  York,  New  Haven  &  Hartford,  Qiicago, 
Burlington  &  Quincy,  Southern  Pacific  and 
Pennsylvania  companies  as  members  of  the  exec- 
utive committee.  This  committee  is  supported  by 
subordinate  committees  in  various  sections  of  the 
country  and  the  organization  as  a  whole  will 
operate  the  railroads  as  one  system,  pooling  their 
equipment  and  physical  resources,  routing  freight 
and  regulating  traffic  and  train  service  to  secure 
the  best  results.  The  traffic  which  is  of  the 
greatest  importance  will  get  the  preference,  un- 
necessary duplications  of  service  will  be  elimi- 
nated, and  congestion  in  some  degree  at  least,  will 
be  avoided.  All  the  railway  facilities  of  the 
country  will  be  co-ordinated. 

This  action  is  highly  creditable  to  the  railway 
officials  and  it  is  evident  that  the  plan  will  give 
the  community  an  exceedingly  interesting  experi- 
ment. It  is  not  doubted  that  important  economies 
will  be  accomplished,  but  it  remains  to  be  seen 
how  great  they  will  be  and  how  the  individual 
companies  will  fare  under  the  arrangement.  If 
there  are  great  gains  to  the  public  it  is  scarcely 
conceivable  that  the  organization  will  ever  be 
dissolved  and  roads  go  back  to  independent 
and  competing  operations. 

This  country  will  not  be  and  should  not  be 
content  with  anything  less  than  the  best  and  most 
economical  railway  service  that  can  be  had.  In 
the  past  it  has  been  the  public  policy  to  compel 
the  railroads  to  compete,  although  the  advocates 
of  government  ownership  have  claimed  that  great 
advantages  would  be  realized  by  consolidating 
the  lines  under  one  management.  Possibly 
a  system  can  be  worked  out  combining  the 
benefits  claimed  for  government  ownership  with 
the  benefits  of  private  ownership  and  manage- 
ment. The  problem  is  too  complex  for  hasty 
conclusions,  but  permanent  good  should  come 
from  the  experience. 

Penalizing  Economical  Methods. 

Our  readers  have  had  their  attention  called  to 
the  action  of  Congress  in  attaching  riders  to 
appropriation  bills  virtually  forbidding  the  use  of 
premium  or  so-called  efficiency  methods  in  gov- 
ernment workshops.  The  practice  had  developed 
in  the  machine  shops  of  the  arsenals  of  making  a 
scientific  study  of  the  work  of  each  class  to 
determine  the  routine  which  involved  the  least 
exertion  on  the  part  of  the  workman  and  accom- 
plished the  highest  results.  Having  determined 
this  and  how  much  product  constituted  a  fair 
day's  work,  the  regular  wages  were  established 
upon  this  basis,  but  a  system  of  premiums  was 
established  under  which  the  workman  might 
increase  his  own  pay  by  acquiring  more  than 


average  efficiency.  The  system  gave  improved 
results  to  the  government  and  larger  earnings  to 
skillful  men.  It  was  abolished  by  acts  of  Con- 
gress taking  effect  July  1st,  1916,  over  the  opposi- 
tion of  the  heads  of  the  arsenals  and  of  the 
present  Secretary  of  War. 

At  recent  hearings  before  the  House  Commit- 
tee on  Military  Affairs,  Gen.  Crozicr,  Chief  of 
Ordnance,  made  a  showing  of  the  decline  of  out- 
put following  the  abandonment  of  the  premium 
system. 

He  presented  to  the  committee  forty-nine 
comparative  instances  selected  at  random  of  the 
same  job  done  under  the  forbidden  bonus  system 
and  under  the  present  day  wage  payment.  The 
first  job  on  the  list  was  retapping  the  base  of 
4.7  inch  shells.  The  worker  in  question,  under 
the  premium  system  of  payment,  had  previously 
done  100  of  these  shells  in  ten  hours.  Concern- 
ing this  typical  case,  Gen.  Crozier  testifies  as 
follows : 

"As  aeon  aa  be  had  finiafaed  tiiat  job  be  waa  glren  the  next  day 
another  100  to  do,  but  the  second  100  were  to  be  paid  (or  out 
of  funds  appropriated  in  the  act  forbiddini^  the  pa>'nient  of 
premiums,  and  to  do  the  second  100  he  tooit  22.96  ouurs.  The 
first  100  were  done  in  ten  hours  and  the  second  100,  done  im- 
mediately afterwards,  were  done  in  22.95  hours.  That  is  to 
say,  it  took  him  two  and  three-tentiia  tiniea  aa  long  to  do  the 
same  amount  of  woric  under  the  day-rate  aystem  of  payment  aa 
it  tooli  him  under  the  premium  system." 

One  of  the  members  of  the  committee  asked 
for  "the  worst  case"  instead  of  a  "t>'pical  case." 
To  this  Gen.  Crozier  replied : 

"The  worst  case  which  I  have  of  n  job  done  by  the  same  man 
was  a  job  of  cutting  a  slot  in  4.7  inch  base  slug*.  A  roan  did 
100  of  these  in  2.G6  hours  under  the  premium  a.vstem,  and  then 
afterwards  he  did  20  under  the  day-rate  system  in  2.25  hours; 
that  ia  to  say,  it  took  2.6S  hours  to  do  100  and  it  afterwards 
took  2.25  hours  to  do  20,  one-fifth  the  numlKr.  It  took  four  and 
two-tcntlis  times  as  lo!);;  to  do  one  under  the  day-rate  aystem  aa 
it  took  under  the  premium  system." 

As  a  general  result  of  abolishing  efficiency 
methods  in  the  VVatertown  arsenal.  Gen.  Crozier 
testified  that  within  a  few  months  the  cost  of 
production  increased  2.2  times.  He  stated  that 
the  object  of  the  study  was  not  "to  ascertain  the 
quickest  possible  time  in  which  work  can  be  done, 
but  to  ascertain  the  time  in  which  work  can 
reasonably  be  expected  to  be  done,  without 
injury  or  disagreeable  effect  to  the  workman." 

This  is  an  unpleasant  showing  to  come  at  a 
time  when  the  government  is  facing  enormous 
expenditures,  and  there  is  a  shortage  of  man- 
power in  the  industries  on  every  hand.  There 
was  never  any  evidence  to  show  that  the  work- 
men in  the  arsenals  were  induced  by  the  premium 
system  to  overwork ;  there  was  no  anxiety  on  the 
part  of  workmen  to  leave  the  arsenals  for  work 
elsewhere,  but  on  the  contrary  much  credible  evi- 
dence that  the  men  were  pleased  to  have  the 
opportunity  of  increasing  their  pay.  The  differ- 
ence in  output  is  the  difference  of  results  between 
methodical,  scientific  procedure  developed  under 
study,  with  pay  based  in  part  upon  output,  on 
the  one  hand,  and  unsystematic,  unsurpervised 
working  methods,  without  incentive,  on  the 
other.  Driving  methods  which  induce  over- 
work are  not  to  be  encouraged,  but  intelligent  co- 
operation between  management  and  workmen  to 
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STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 

RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  APRIL  27,  1917. 

(In  Thousands  of  Dollars) 


RESOURCES 

Gold  coin  and  certificates 

in  vault 

Gold  Settlement  Kund 

Gold  Redemption  Kund. . . 

Boston 

13  665 

13,184 

50 

N.Y. 

155.072 

75,767 

250 

PhiU.  1  Clev'd 
24.580  ,   18.558 

3,8:2    22,&;s 

2,'50  '         55 

Rlch'd  Atlanta 

6.466       6  092 

16.200       7.115 

608          3J6 

Chicago 

34.107 

21.917 

204 

St.  Louis 

8,899 

2,025 

85 

M-npl's 

12.053 

4,988 

350 

Kas-City 

7,891 
26,133 

157 

Dallas 

8,420 

9,463 

80 

S.Fr'sco 

15.993 

4,381 

43 

Total 

311,798 

207,920 

2.518 

Total  cold  reserve.. . 

Letral  fonder  notes.  Silver, 

etc 

26,899 

512 

27.411 

231,089 
23.871 

28,702  ;  41,453 
556  i        112 

23.274  j   13393 
136  1        883 

56358 
1347 

11,009 
1.430 

17.393 
295 

34,181 
38 

17,963 
1.064 

20,417 
96 

522,236 
30.340 

Total  Reserve 

254.960 

29.258  1  41370 

23.410  1   14.476 

57.605 

12,439 

17.688 

34,219 

19.027  1     20,513 

552.576 

5!(  redemption  fund-F.  R. 

6.069 
6.740 

740 
16.595 

1.533       3,020 
10  711       4.639 

7356 
6.775 

2319 
2.732 

2.791 

5,555 

3317 
2,781 

3.750 
6.171 

300 

567 
1384 

100 

2,844 

824 

717 
6,493 

400 
35,043 
71,400 

Bills  discounted.  Members 
Bills  bouutatinopenmark't 

Total  bills  on  hand  . 

12.829 

530 
2.194 
3,000 

133 

17.335 

12.244  1     7.C9 

14.131  1     5  051 

8  346 

6.098 

9  921 

1.951 

3.668 

3.966 

1.430 

2,900 

560 

7.210 

106,443(c) 

Investment  U.  S  Bonds  . . 
One-year  U.S.Treas.  notes 
U.  S.  certif'8  of  indebfness 
Municipal  Warrants. 

1.306 

2.788 

20.000 

5.154 

549 
2548 
3.500 
1.449 

5.844 
1865 
4.940 
2.947 

1.152 

1.969 

2,080 

15 

672 

1.491 

2382 

12 

7.007 
2.985 
5.680 
2.217 

2333 
1,444 
3.235 
1.068 

1,743 
1.452 

2,000 
177 

8,792 
1.784 
2.933 

456 

2,429 

1,500 

5,495 

811 

36.223 
23  450 
58,145 
14999 

Total  Camine  Assets 

18  686 

46.583 

20.290  1  23.255 

19347  1     9.608 

26.235 

14.078 

15393 

15916 

12.524  1     17.445 

239.260 

Federal  Re8er\-e  Notes,  net 
Due  fr.  other  I-'.  K.  Uks.  net 

Uncollected  items 

All  other  resources 

2,772 

6,732 

16.652 

39 

10,974 
50354 

6.559 

24357 

497 

1397 

4.468 

13304 

216 

2.085 

9338 

120 

2395 

10.169 

1.138 

4.016 

7.575 

31.439 

797 

13,127 
497 

4.962 

117 

320 
6.982 
10,454 

174 

6.236 
1.172 

1,098 

5  949 

14,050 

136 

20,622 

132(b) 
204.842 

5.757 

TOTAL  RESOURCES 

72.292 

363.925 

80561  1  84.410 

54300  1  38  286 

127.712 

40.141 

33,060 

68365 

39.059  1     59.191 

1.023,589 

LLtvnrLjTTEa 

Capital  Paid  In 

5,059 
7.917 

49.115 
10,128 

73 

11383 
18.211 

262369 
29.524 

41,812 
126 

5,253 
6304 

43332 
22.753 
2.786 

133 

6,240 
3357 

61J96 
13317 

3.431 
7346 

25.652 
7360 
9311 

2,418 
10588 

18374 
4320 
1,786 

7,002 
8,014 

97,116 
15380 

2.945 
1.795 

25.793 
7.499 
1357 

552 

2,431 

3349 

27,843 
2606 
1,182 

149 

3.089 
10.726 

46,926 
7,624 

2,723 
8,926 

22527 
3,179 
1,104 

600 

3,935 
11,856 

39,042 
4342 

116 

56,409 
99,689 

719,785 
129,032 
18326(a) 

Government  Deposits 

Due  to  members— reserve 

Collection  items 

Federal  Ueserve  Notes-net 

Due  to  other  F.  R   Banks 

net  

All  other  Liabilities 

448 

TOTAL  LIABn-lTIES 

72.292 

363525 

80.961  '  84.410 

54300 

38.286 

127.n2 

40,141 

38,060 

68365 

39.059  1     59.191 

1.023389 

(a)  Total  Reserve  notes  in  circulation  420309. 

(b)  Difference  between  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  132:  The  Gold  Reserve  aeainst 
Net  deposit  and  note  Liabilities  is  60  6*  and  the  cash  reserve  is  72.5*.  Cash  Reserve  aeainst  net  deposit  and  note  liaoilities  after 
■ettine  aside  40*  Gold  Reserve  aeainst  net  liabilities  on  Federal  Reserve  Notes  in  circulation  T3.3i. 

(e>  Bills  and  acceptances:  municipal  warrants:  1-15  days  38,413;  16-30  days  22368:  31-60  days  39345 ;  61-90  days  17,090;  over  90 
days  30,060.    Total  148.496. 


get  a  larger  product,  with  betiefits  fairly  divicded, 
has  been  proven  over  and  over  again  to  be  the 
way  of  progress. 

Portland,  Oregon,  Terminals. 

We  have  been  following  with  great  interest 
the  important  work  now  going  on  in  the  con- 
struction of  modern  warehouses  in  many  of 
the  leading  marketing  centers  of  the  country, 
and  the  improvement  of  dock  and  other  ter- 
minal facilities  which  will  cheapen  the  storage 
and  handling  of  the  staple  commodities.  It  is 
difficult  to  overestimate  the  value  of  these  im- 
provements to  both  producers  and  consumers. 

On  the  Pacific  Coast  one  of  its  oldest  ports 
has  in  recent  years  made  important  progress 
in  channel  and  harbor  development.  We  refer 
to  Portland,  Oregon,  on  the  Willamette  River, 
12  miles  above  its  confluence  with  the  Columbia 
River  and  distant  110  miles  from  the  sea.  Per- 
haps one  of  the  most  remarkable  achievements 
in  bar  and  channel  improvements  yet  recorded 
was  the  removal  of  the  bar  at  the  mouth  of 
the  Columbia  River.  Before  improvement  this 
bar  had  a  low  water  depth  of  only  20  feet  and 
was  a  most  formidable  handicap  to  the  ex- 
tensive shipping  of  the  port,  but  by  the  prac- 
tical completion  of  the  government  project 
there  has  now  been  secured  a  permanent  en- 
trance channel  having  a  depth  of  40  feet  at 
low  water,  and  it  is  fully  expected  that  the 


present  width  of  800  feet  will  be  increased  to 
at  least  2,000  feet  at  the  close  of  this  year. 
This  entrance  channel,  then,  will  be  equal  to 
the  Ambrose  channel  to  New  York,  both  as  to 
depth  and  width,  and  superior  to  most  harbor 
entrances  in  this  country  or  abroad. 

From  Portland  to  the  sea  the  ship  channel 
project  of  30  feet  at  low  water  has  been  com- 
pleted, permitting,  with  very  few  exceptions, 
the  largest  carriers  of  the  Pacific  to  reach,  at 
low  water,  the  docks  of  the  port,  to  which  the 
large  naval  vessels  often  come  up  to  partici- 
pate in  some  of  the  city's  annual  festivities. 

In  the  port  itself,  over  four  miles  of  the  river 
frontage  has  been  improved  with  wharf  facili- 
ties by  private  interests,  and  the  city  has  im- 
proved an  additional  one-half  mile  with  most 
modern  docks  and  warehouses  at  a  cost  of  $2,- 
500,000.  At  the  coming  June  election  the  peo- 
ple will  be  asked  to  authorize  the  further  ex- 
penditure of  $3,000,000  for  the  construction  of 
a  large  and  modern  wheat  elevator  and  for 
increased  pier  and  slip  facilities  for  the  ac- 
commodation of  general  cargo  and  heavy  bulk 
freight. 

With  these  added  shipping  facilities '  and 
most  excellent  channel  conditions,  the  port 
will  be  placed  in  the  best  possible  position  to 
handle  the  greatly  increased  shipping  which  it 
is  confidently  expected  will  be  the  port's  share 
after  the  close  of  the  war. 
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WAR  FINANCING 

"pVERY  facility  possessed   by  The  Na- 
tional City  Company  in  its  home  and 
correspondent  offices  is  at  the  service  of  the 
United  States  Government. 

It  is  the  highest  aim  of  this  Company  to  aid 
in  the  broad  distribution  of  the  securities  to 
be  sold  by  the  Government. 

It  is  the  first  duty  of  those  v\'ho  enjoy  the 
liberty  guaranteed  by  the  Constitution  of 
the  United  States  to  subscribe  promptly  and 
liberally  when  the  bonds  are  offered  by  the 
Secretary  of  the  Treasury. 
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Preparing  for  War. 

THE  past  month  has  been  one  ot 
active  preparations  for  war,  and  in- 
terest has  centered  at  Washington. 
Legislation  for  creating  an  army  by 
selective  conscription  has  been 
passed,  and  measures  for  increasing  the  resources 
and  regulating  food  supplies  have  made  progress 
but  are  still  under  deliberation.  The  eminent 
special  commissioners  representing  the  govern- 
ments of  Great  Britain  and  France  have  been  in 
conference  witli  our  government,  and  after  num- 
erous public  functions  at  which  great  warmth  of 
feeling  for  the  allied  cause  was  displayed,  have 
taken  their  departure.  The  commissioners  from 
Italy  are  here  and  special  representatives  from 
Russia  are  understood  to  be  on  the  way  to  this 
country. 

The  organization  of  the  Council  of  Defense, 
has  been  further  developed  by  the  appointment 
of  numerous  sub-committees  for  the  various 
branches  of  industry  which  will  be  required  to 
furnish  war  supplies,  with  a  view  to  securing  the 
greatest  possible  efficiency  in  meeting  the  govern- 
ments wants,  and  of  concentrating  industrial 
operations  upon  the  work  of  most  importance 
to  the  country.  For  example,  the  distribution 
of  coal  will  be  taken  in  hand,  so  that  the  essen- 
tial industries  will  have  the  first  call  on  it.  If 
a  ship  is  waiting  in  port  for  coal  it  will  get  the 
first  coal  available,  no  matter  whether  it  is  coal 
consigned  to  it  or  not. 

A  census  is  being  taken  of  the  stock  of  tin 
and  other  essential  supplies  and  if  the  stock  is 
short  the  most  important  needs  will  be  satisfied, 
owners  dividing  up  stocks  with  competitors  as 
necessar)-.  A  willing  spirit  is  everywhere 
shown. 

Judge  Gary  is  at  the  head  of  a  general  com- 
mittee on  steel  and  iron  products,  with  a  half 
dozen  sub-committees  under  it.  The  appoint- 
ment of  General  Goethals  as  director  of  the  ship- 
building program  has  resulted  apparently  in  a 
modification  of  the  plan  for  wooden  ships  and 
an  expansion  of  program  for  steel  ships.  It  has 
been  assumed  that  the  construction  of  steel  ships 
was  necessarily  limited  by  the  fact  that  the  steel 
mills  have  their  plate  capacity  sold  up  for  nearly 
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a  year  ahead,  but  if  government  orders  are 
given  the  preference  this  does  not  count.  The 
total  plate  capacity  of  the  country  is  estimated 
at  around  5,000,000  tons,  and  new  capacity, 
under  construction,  is  probably  15  to  20  per 
cent  of  this  amount.  If  the  making  of  plates 
for  other  purposes  is  curtailed  and  the  mills  are 
relieved  from  existing  contracts,  plates  will  be 
available  up  to  the  limit  of  the  labor  that  can 
be  had  for  ship  constructions,  and  General 
Goethals  estimates  that  3,000,000  tons  of  ship- 
ping can  be  built  in  18  months.  It  is  scarcely 
necessary  to  say  that  the  steel  mills  do  not  profit 
by  this  substitution  of  government  orders  for 
private  orders,  as  the  latter  pay  much  the  better 
prices. 

The  Liberty  Loan. 

The  placing  of  the  $2,000,000,000  loan  is  the 
most  important  task  in  the  program  of  war 
preparations  at  this  time.  It  is  not  out  of  place 
to  say  now  that  the  country  was  not  ready  for 
the  offering  when  it  was  announced.  The  pub- 
lic mind  had  not  been  adjusted  to  the  billion 
dollar  standard,  and  did  not  readily  compre- 
hend the  magnitude  of  the  ta.sk  and  the  broad 
distribution  that  would  be  necessary.  Nor  was 
there  a  clear  understanding  of  the  source  from 
which  the  funds  must  come  and  of  the  steps 
which  were  necessary  in  order  to  make  them 
available. 

The  following  estimate  prepared  by  the  Treas- 
ury Department,  and  based  upon  the  banking 
resources  of  tlie  several  Federal  reserve  dis- 
tricts, has  been  very  helpful  in  giving  a  definite 
mark  for  each  section  of  the  country.  The 
estimate  for  the  several  reserve  districts  is  as 
follows : 

Boston    $240,000,000  to  $300,000,000 

New    York    $600,000,000  to  J75O,O00,O00 

Philadelphia    (140,000,000  to  $175,000,000 

Cleveland     .     $180,000,000  to  $225,000,000 

Richmona    $80,000,000  to  $100,000,000 

Atlanu    $60,000,000  to     $75,000,000 

Chicago    $260,000,000  to  $325,000,000 

St.    Louin    $80,000,000  to  $100,000,000 

Minneapolis    $80,000,000  to  $100,000,000 

Kansas    City     $100,000,000  to  $125,000,000 

Dallas    $40,000,000  to     $50,000,000 

San    Francisco    $140,000,000  to  $175,000,000 

It  has  taken  time  to  organize  the  working 
forces,  but  that  has  been  done,  and  in  all  sec- 
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tions  of  the  country  an  effective  canvass  is  now 
being  made.  The  regular  bond-selling  houses 
have  given  their  costly  organizations  wholly 
over  to  tliis  loan,  without  charge.  Outside  of 
the  larger  cities,  where  the  bond  houses  have 
taken  the  lead,  the  banks  are  generally  in 
charge  of  the  organization,  and  cooperating 
most  earnestly.  Employers  of  labor,  besides 
subscribing  for  themselves,  arc  usually  ar- 
ranging to  aid  their  employes  in  doing  so. 

As  an  example  of  the  eflfective  work  being 
done  in  some  localities  the  following  report 
from  Pittsfield,  Massachu.setts  is  given: 

Pittsfldd.  folloirlnx  an  actire  publicity  campalsn.  clOMd 
down  nil  bualness  for  ooe  hour  last  Frldaj.  by  a  proclama- 
tion from  tbe  Mayor,  and  devoted  tliU  period  exclUBlvely 
to  obtalnlnc  Liberty  Loan  subscriptions.  Teams  were 
onranlsed  comprlalnc  about  1.200  men  and  women  to 
tboroDKbly  canvass  toe  business  and  residential  districts. 
■a  well  as  all  of  the  manufactnrlne  induHtrles.  In  the 
PlttsHeld  district,  with  a  popnliition  of  approximately 
47.000.  subscriptions  were  obtained  from  O.iO^t  people,  total- 
ing over  $2,216,000.  The  apportioned  amount  for  this  terri- 
tory was  (1.020,000.  Pittslield's  larerst  industry  employs 
about  7,000  peoi>Ie.  and  subscriptions  were  obtained  from 
4.M0  of  these.  In  one  department  317  Klrls  subscribed  for 
tl7.000. 

This  "Liberty  Bond"  will  be  the  first  interest- 
bearing  security  ever  owned  in  many  homes.  It 
will  introduce  to  many  persons  the  sensation  of 
having  an  income  from  savings,  and  of  having  a 
piece  of  property  which  is  a  definite  basis  of 
credit,  upon  which  money  can  be  realized  at  any 
time.  Once  that  position  has  been  achieved, 
the  natural  impulse  will  be  to  strengthen  it  by 
adding  to  the  accumulations,  and  if  this  experi- 
ence should  make  us  a  nation  of  bond-buyers 
the  wastes  of  the  war  would  soon  be  recovered. 

Excellence  of  tlie  Investment. 

As  this  campaign  proceeds  more  emphasis  is 
laid  upon  the  excellence  of  the  investment. 
Although  3J4  per  cent,  seems  like  a  low  rate 
in  many  sections  of  the  country,  it  is  to  be  re- 
membered that  this  is  the  minimum  rate.  If 
any  subsequent  loan  is  issued  at  a  higher  rate, 
these  bonds  will  be  convertible  into  the  new 
loan.  This  is  a  proper  provision  for  the  pro- 
tection of  the  persons  who  come  forward 
promptly  to  assist  the  government.  Without 
it,  if  subsequent  issues  were  made  at  a  higher 
rate  the  equivalent  of  a  premium  would  be 
paid  to  those  who  had  held  back.  The  law 
gives  assurance  that  all  who  subscribe  to  the 
government's  loan  will  be  placed  upon  the  same 
basis.  If  the  war  is  a  long  one  it  is  not  improb- 
able that  the  rate  will  have  to  be  higher.  And 
there  is  one  further  probability  of  profit:  the 
interest  rate  will  have  to  be  such  as  will  sustain 
the  bonds  at  par  during  the  war,  in  order  to 
induce  further  subscriptions,  and  if  the  bonds 
are  worth  par  during  the  war  they  will  go 
well  above  par  when  the  war  is  over.  On  the 
whole  the  outlook  to  a  subscriber  is  for  a  very 
good  return,  when  the  quality  of  the  investment 
is  considered. 


Loan  Must  be  Raised  from  Income. 

The  loan  must  be  raised  from  the  current  in- 
come of  the  country.  This  is  a  most  important 
fact  to  keep  clearly  in  view.  Some  readjust- 
ments of  investments  by  selling  there  will  be, 
but  every  sale  requires  a  buyer,  and  the  aggre- 
gate of  investments  can  only  be  increased  out 
of  new  profits  and  savings.  It  is  not  to  be  ex- 
pected that  people  will  have  money  lying  idle 
with  which  to  buy  these  bonds.  They  must  be 
urged  to  subscribe  and  apply  their  future  in- 
comes to  the  payments.  The  government  ac- 
cepts payments  in  installments,  the  last  of  which 
falls  on  August  30th,  and  if  these  come  too 
rapidly  the  local  banks  must  make  loans  to  suit 
the  situation. 

This  obligation  upon  the  banks  to  lend  on 
the  bonds  to  assist  in  their  disposition  must 
not,  however,  be  stretched  into  an  obligation  to 
carry  the  loans  indefinitely.  Loans  should  be 
based  upon  the  ability  of  subscribers  to  reduce 
them  from  time  to  time  and  finally  extinguish 
them.  It  must  be  remembered  that  the  banks 
must  be  relied  upon  to  handle  the  current  busi- 
ness needs  of  the  country,  and  that  other  gov- 
ernment loans  are  coming. 

Economic  Conditions. 

Discussion  over  the  necessity  and  advisabil- 
ity of  economy  continues,  but  gradually  the- 
unescapable  facts  of  the  situation  are  compel- 
ling a  readjustment  of  business.  There  is  an 
axiom  in  physics  that  no  two  bodies  can  oc- 
cupy the  same  space  at  the  same  time,  and 
somewhat  analogous  to  this  is  tlie  proposition 
that  no  person  can  spend  his  income  twice  at 
the  same  time.  He  cannot  at  one  and  the  same 
time  give  his  income  over  to  the  government 
for  its  use,  and  also  go  on  spending  or  invest- 
ing it  as  usual  himself. 

On  the  face  of  the  situation  this  would  seem 
to  be  axiomatic,  but  it  is  not  quite  that.  By 
the  employment  of  credit  it  is  possible  to  do 
something  tliat  for  a  time  looks  very  like  eat- 
ing your  cake  and  having  it  too.  Apparently 
you  can  spend  your  income  as  usual,  and  bor- 
row what  you  lend  to  the  government. 

This  appears  so  simple  that  many  people  re- 
gard it  as  a  solution  of  the  problem,  "Busi- 
ness as  usual"  appears  to  be  possible  and  just 
the  tiling.  But  there  is  more  to  it.  Expendi- 
tures involve  purchases,  and  getting  possession 
of  certain  tangible  things.  You  have  turned 
over  certain  purchasing  power  to  the  govern- 
ment, and  in  your  effort  to  continue  using  that 
power  yourself  you  now  meet  the  government 
in  the  market  as  a  competitor.  The  supply  of 
goods  is  no  greater  than  before;  the  supply  of 
labor  is  no  greater  than  before;  but  the  demand 
is  increased.  You  are  determined  to  put  up 
a  building,  and  you  meet  the  government's 
agent  at  the  steel  mill.  Who  shall  have  the 
steel ? 


Evidently  there  is  a  limit  upon  the  effort  to 
do  business  as  usual,  a  physical  limit  fixed  by 
the  capacity  of  the  industries.  Business  must 
be  adapted  to  the  new  conditions  which  the 
war  creates.  The  ideal  adaptation  would  be  to 
give  the  government  every  man  it  can  use  ad- 
vantageously, every  ton  of  steel  that  it  can  put 
into  a  gun  or  a  ship,  every  yard  of  cloth  that 
it  -needs  for  the  army,  and  supply  every  other 
requirement,  first;  then  do  business  as  usual  on 
what  is  left. 

The  best  guide  the  average  man  can  take  for 
his  expenditures  is  to  keep  before  him  the 
needs  of  the  government  for  money.  Let  him 
compare  the  use  the  government  will  make  of 
it  with  any  use  he  is  contemplating;  and  let 
him  remember  that  having  turned  any  part  of 
his  income  over  to  the  government,  he  cannot 
go  on  using  it  himself  without  creating  an  in- 
flation of  credit  which  will  diminish  the  value 
of  his  aid  to  the  government.  Our  help  to  the 
government  must  of  necessity  include  self 
denial  and  a  readjustment  of  our  expenditures. 
An  attempt  to  overcrowd  the  industries  will 
create  an  inflation  of  credits,  wages  and  prices 
which  will  make  a  dangerous  situation  after 
the  war. 

General  Business  Conditions. 


The  course  of  business  has  confirmed  the 
opinion  that  war  meant  an  increased  stimulus 
to  the  industries,  modified  only  by  the  neces- 
sity that  under  the  pressure  of  more  business 
than  they  can  handle  there  must  be  contrac- 
tion in  some  quarters  in  order  that  there  may 
be  expansion  in  others.  Luxury  trades  are 
suffering,  as  inevitably  they  must,  but  that  only 
means  a  shift  of  employment. 

The  great  industries  of  the  country,  with 
steel  leading,  never  before  were  under  such 
pressure.  Apparently  the  government  require- 
ments are  proving  to  be  more  of  a  factor  than 
was  anticipated;  at  any  rate  private  consumers 
are  competing  so  vigorously  with  each  other 
for  the  remaining  capacity  that  prices  are  still 
on  a  rising  scale.  The  announcement  that  the 
British  government  has  discontinued  work  up- 
on the  construction  of  a  great  new  munitions 
factory  for  the  reason  that  they  would  be  able 
to  buy  more  finished  munitions  in  the  United 
States  shows  the  effect  of  granting  credits  and 
indicates  that  there  is  no  end  of  this,  class  of 
business  except  in  the  limit  of  our  capacity. 
The  departure  of  one  engineering  commission 
to  Russia  and  another  to  France,  and  the  an- 
nouncement that  several  thousand  picked  rail- 
way men  are  to  be  sent  to  France  to  put  the 
railways  in  order,  are  indications  of  enormous 
demands  from  those  quarters. 

Inquiries  in  the  steel  trade  indicate  an  enor- 
mous booked  up  business.  Most  of  them  now 
are  for  the  first  half  of  1918,  but  there  is  will- 
ingness to  contract  even  into  1919,  although  on 


the  basis  of  present  prices  this  is  highly  specu- 
lative and  steel-makers  discourage  it.  It  is  com- 
mon opinion,  however,  that  the  iron  and  steel 
business  is  in  for  several  years  of  full  production, 
and  the  largest  people  in  the  trade  are  proceed- 
ing upon  this  theory. 

The  weak  spot  in  the  industrial  organization 
is  the  railroads.  Nearly  all  the  industries 
could  do  more  if  they  were  not  hampered  in 
getting  necessary  supplies  and  could  get  their 
products  promptly  out  of  their  way.  This  is 
particularly  true  of  the  handling  of  coal  and 
coke.  The  railroads  are  undoubtedly  doing 
better,  but  the  volume  of  traffic  is  in  excess 
of  their  capacity.  They  need  equipment  and 
facilities  of  every  kind,  but  perhaps  their  most 
pressing  need  is  for  locomotives,  for  the 
strenuous  service  of  the  past  year  has  been 
hard  upon  motive  power.  Railway  officials 
are  putting  forth  every  possible  effort,  operat- 
ing all  the  railways  as  one  system,  so  that  sur- 
plus capacity  on  any  line  is  brought  into  use. 
The  volume  of  traffic  actually  handled  is  much 
beyond  any  past  record.  The  gross  earnings, 
as  shown  by  Dun's  Review,  for  the  first  two 
weeks  of  May  were  11.3  per  cent,  higher  than 
for  the  same  weeks  of  1916,  and  as  rates  have 
not  been  raised  in  the  meantime  this  means  a 
corresponding  increase  of  traffic. 

With  the  advance  of  spring,  retail  trade  has 
improved  and  there  is  little  to  suggest  any 
curtailment  on  account  of  high  prices.  Reports 
have  been  current  of  the  effect  of  economy  in 
the  textile  trades,  but  whatever  curtailment  there 
has  been  in  style  goods  has  been  quite  lost  in  the 
demand  for  staple  goods  and  for  the  govern- 
ment's wants. 

The  resumption  of  outdoor  work  increases 
the  demand  for  labor,  and  there  are  complaints 
of  shortage  everywhere.  Farm  wages  by  the 
month  are  higher  than  ever  before,  made  neces- 
sary by  the  competition  of  the  town  industries. 

The  good  prospects  now  for  the  crops  gives 
encouragement  to  hope  that  living  expenses 
will  at  the  worst  be  no  higher  next  winter, 
and  may  be  lower.  If  so  the  strain  in  the  in- 
dustrial situation  will  be  in  some  degree  re- 
laxed. 

All  agricultural  products  at  present  are  at 
very  high  prices.  Hogs  at  western  markets 
keep  close  to  the  $16  mark,  choice  steers  at 
Chicago,  $11.25  to  $13.65,  spring  lambs,  $20; 
all  of  these  figures  per  hundred  weight.  But- 
ter and  eggs  are  going  into  cold  storage  at  the 
highest  prices  every  known.  Wool  has  been 
selling  in  Montana  up  to  50  cents  per  pound, 
and  a  few  sales  at  52  cents  have  been  reported. 

Financial  Conditions. 

The  money  market  is  firmer,  under  the  in- 
fluence of  prospective  demands  upon  the  banks 
in  connection  with  the  government  loan.  Time 
money   is  practically   on  a   5   per   cent,   basis, 


although  some  loans  are  made  at  4}4  per  cent. 
Call  money  is  214  to  3  per  cent  closing  the 
montli  at  the  latter  figure. 

The  situation  is  quiet  and  without  disquiet- 
ing features.  The  Federal  reserve  banks  held  on 
May  25th,  $47,587,000  of  bills  discounted  for 
member  banks,  against  $35,043,000  on  April  27th 
last.  Holdings  purchased  in  open  market  were 
$52708.000  on  May  25th,  against  $71,400,000  on 
April  27th.  Tliese  figures  show  that  there  has 
been  practically  no  encroaclinicnt  upon  the  re- 
serves of  the  system  as  yet. 

The  amendments  to  the  Federal  reserve  act 
which  have  been  pending  some  time,  affecting  re- 
scr\'es  and  calculated  to  accomplish  a  large  trans- 
fer of  gold  to  the  Federal  reserve  banks,  are 
still  in  conference  between  the  two  houses  of 
Congress,  but  are  expected  to  be  acted  upon  in  a 
few  days.  The  Senate  voted  in  a  new  amend- 
ment, providing  for  a  collection  charge  upon 
checks,  to  settle  the  vexed  controversy  over  that 
subject  and  remove  the  chief  objection  to  the 
reserve  system  on  the  part  of  country  banks. 
The  House  has  voted  instructions  to  its  conferees 
to  accept  the  Senate  amendment,  but  there  seems 
to  be  some  question  yet  as  to  the  action  of  the 
Conference  Committee. 

It  is  understood  that  there  will  be  an  important 
movement  of  State  banks  and  trust  companies 
into  the  system  as  soon  as  the  pending  amend- 
ments have  been  adopted. 

Bank  Deposits. 

It  is  natural  that  bankers  should  have  some  mis- 
givings as  to  the  effect  upon  their  own  deposits 
of  heavy  subscriptions  to  the  government  loan. 
In  the  long  run  it  is  perfectly  certain  that  bank 
deposits  will  be  generally  increased.  This  is  an 
inevitable  result  of  a  general  increase  of  loans. 
The  proceeds  of  the  loans  will  be  disbursed  by 
the  government  practically  as  fast  as  received, 
and  will  quickly  find  their  way  back  to  all  locali- 
ties. To  the  extent  that  reserves  are  drawn 
dowTi  temporarily  by  the  payments,  banks  must 
expect  to  borrow  of  their  correspondent  banks 
in  the  cities  or  of  the  Federal  reserve  banks. 
This  is  no  time  to  stand  on  the  policy  of  never 
borrowing. 

The  experience  of  other  countries  indicates 
that  savings  deposits  will  not  be  greatly  dis- 
turbed. In  Canada  savings  deposits  increased 
from  $722,000,000  on  December  31,  1915  to 
$982,000,000  on  March  31,  1917. 

The  authority  of  the  Federal  reserve  banks 
to  re-discount  for  member  banks  customers' 
paper  secured  by  government  notes  or  bonds, 
will  be  found  in  paragraph  2,  section  13,  of  the 
Federal  reserve  act.  This  paragraph  provides 
that  upon  the  indorsement  of  a  member  bank  a 
Federal  Reserve  Bank  may  discount  notes, 
drafts,  and  bills  of  exchange  arising  out  of 
actual  commercial  transactions,  which  may  or 
may    not    be    secured    by    staple    agricultural 


products  or  other  goods,  wares,  or  merchan- 
dise. The  law  then  states  that  "such  defini- 
tion" of  eligible  paper  shall  not  include  notes, 
drafts,  or  bills  of  exchange  drawn  for  the  pur- 
pose of  "carrying  or  trading  in  stocks,  bonds, 
or  other  investment  securities  except  bonds  and 
notes  of  the  Government  of  the  United  States." 
This  is  equivalent  to  an  affirmative  declaration 
that  a  Federal  Reserve  Bank  may  discount  a 
note,  draft,  or  bill  of  exchange  indorsed  by  a 
member  bank  which  is  issued  or  drawn  for  the 
purpose  of  carrying  or  trading  in  bonds  or  notes 
of  the  United  .States. 

Qold  Shipments  to  Japan. 

The  continued  movement  of  gold  from  this 
country  to  Japan  has  been  the  subject  of  con- 
siderable comment  of  late,  having  amounted  to 
about  $45,000,000  in  the  last  eight  months,  and 
increasing  of  late. 

The  balance  of  trade  between  this  country  and 
the  United  States  is  undoubtedly  in  favor  of 
Japan,  but  it  is  thought  that  the  movement  is  not 
wholly  on  this  account.  British  shipments  of  gold 
to  this  country  have  been  made  largely  for  the 
purpose  of  keeping  money  conditions  here  easy, 
in  order  to  facilitate  tlie  placing  of  loans,  and 
have  been  made  with  the  understanding  that  the 
bankers  of  this  country  would  discourage  exports 
to  other  countries.  It  has  been  felt  that  the  gold 
supply  should  be  conserved  so  far  as  practicable 
for  devotion  to  war  purposes.  American  bankers 
have  sacrificed  profits  to  this  end,  and  in  view  of 
the  common  purposes  of  Great  Britain,  Japan 
and  the  United  States  it  has  been  felt  that  there 
should  be  a  community  of  interest  in  this  matter. 
The  United  States  has  undertaken  an  immense 
task  in  financing  the  war,  and  although  its  gold 
stock  is  very  large,  it  cannot  be  too  large  for  the 
burden  that  may  be  placed  upon  it.  It  is  pleas- 
ing to  know  that  this  view  is  appreciated  in 
Japan,  and  that  steps  will  probably  be  taken  to 
invest  the  accruing  balances  due  Japan  in  this 
country,  either  in  American  or  British  securities, 
tlius  curtailing  the  gold  movement. 

Crop  Conditions. 

The  outlook  for  food  production  in  this 
country  has  very  much  improved  during  May. 
Although  the  spring  has  been  backward  the 
conditions  on  the  whole  have  been  favorable 
for  giving  the  crops  a  good  start.  Winter 
wheat  has  revived  so  that  a  much  better  show- 
ing is  expected  from  the  next  government  re- 
port, and  spring  wheat  conditions  are  nearly 
ideal.  On  account  of  winter-killing  the  crop  of 
winter  wheat  will  be  under  that  of  last  year. 
The  acreage  in  spring  wheat  in  the  principal 
spring  wheat  territory  is  no  larger  than  last 
year's,  but  if  weather  conditions  remain  good 
the  yield  will  be  much  larger  than  last  year. 
The  most  critical  time  for  spring  wheat  is 
when  it  is  ripening.     If  no  bad  luck  attends  it 


then  the  total  yield  of  wheat  may  be  700,000,- 
000  bushels,  against  640,000,000  last  year.  An- 
other favorable  turn  in  the  wheat  situation  is 
that  the  high  prices  early  last  month,  followed 
by  ordinary  prices,  stimulated  everybody  to 
sweep  the  bins  and  rush  the  holdings  to  mar- 
ket. It  is  a  proverb  that  an  astonishing  amount 
of  wheat  always  comes  out  under  such  condi- 
tions, and  a  highly  regarded  Chicago  authority 
now  estimates  a  carry-over  of  50,000,000 
bushels.  There  is  considerable  wheat  in  Aus- 
tralia, the  long  voyage  having  interfered  with 
its  movement  to  England,  and  recent  prices 
started  shipments  from  this  source  to  the 
United  States. 

The  acreage  in  rye,  barley  and  flax  has  been 
notably  increased,  and  in  corn  is  likely  to  be 
immense.  The  promise  for  fruit  is  good,  gar- 
den planting  has  been  extraordinary,  soil  con- 
ditions are  excellent,  and  notwithstanding  the 
cold  weather  we  venture  to  believe  that  tlie 
present  outlook  is  for  the  greatest  production 
of  foodstuffs  ever  raised  in  this  country. 

Of  course  there  are  people  who  will  say  that 
they  knew  it  all  the  time,  and  that  there  was 
never  any  occasion  to  sound  an  alarm.  The 
truth,  of  course,  is  that  they  knew  no  more 
about  it  than  any  one  else.  The  crop  is  not 
assured  yet;  the  risks  of  weather  and  insect 
pests  have  yet  to  be  passed,  and  if  the  highest 
promise  is  fulfilled  there  will  be  none  too 
much.  At  best  the  wheat  crop  will  be  300,- 
000,000  bushels  under  that  of  191 S,  and  wheat 
is  what  is  most  wanted  for  export.  The  peo- 
ple of  this  country  must  eat  more  com  bread 
and  oat  meal.  There  is  yet  time  to  increase 
the  acreage  in  buckwheat  and  beans,  both  sub- 
stantial articles  of  food,  and  there  should  be 
no  let-up  in  the  efforts  to  make  it  as  large  as 
possible.  After  these  should  come  the  forage 
crops,  to  keep  up  the  flow  of  milk  and  save  the 
feeding  of  grain  to  stock  through  the  winter. 
There  ought  to  be  a  million  silos  built  and 
filled  before  the  growing  season  is  over.  They 
will  not  only  help  to  win  the  war  but  to  make 
living  cheaper  after  the  war. 

The  outlook  for  the  cotton  crop  is  for  no 
better  than  a  moderate  one.  The  acreage  prob- 
ably will  not  be  above  that  of  last  year,  the 
agitation  for  a  larger  acreage  in  food  crops 
having  headed  off  an  increase  which  was  pre- 
dicted to  result  from  the  high  prices.  The 
cold  spring  has  made  the  plant  backward,  and 
at  this  time  it  does  not  appear  to  be  thriving. 
Exports  of  cotton  are  not  quite  up  to  last 
year,  but  home  consumption  is  heavy,  the  de- 
mand for  cotton  goods  is  strong,  and  raw  cot- 
ton is  around  21  cents  per  pound. 

The  Wheat  Market. 


Last  month  in  the  wheat  market  was  one  of 
the  most  exciting  in  the  history  of  the  grain 
trade,  prices  touching  the  highest  figures  ever 


known,  and  the  situation  culminating  in  action 
by  the  leading  exchanges  to  restrict  trading 
and  close  out  existing  contracts.  Naturally, 
there  was  great  public  interest  in  these  events 
and  a  vast  amount  of  uninformed  and  excited 
comment  upon  them.  Whenever  prices  go  up 
it  is  assumed  by  many  people  that  speculation 
is  responsible  for  it  and  that  nothing  is  required 
but  action  by  the  government,  preferably  by 
hanging  somebody,  to  bring  prices  down  to 
comfortable  levels  again.  The  effect  of  such 
talk,  particularly  when  it  comes  from  persons 
of  high  position,  is  to  mislead  and  inflame  the 
public,  and  probably  aggravate  the  situation. 
The  situation  in  the  wheat  market  has  been  an 
extraordinary  one  this  spring,  as  the  visible 
supply  diminished,  new  crop  prospects  deterior- 
ated and  the  export  demand  became  seemingly 
more  imperative.  The  May  option  had  been  the 
one  commonly  traded  in  since  last  fall,  and  large 
quantities  of  wheat  had  been  sold  for  May  deliv- 
ery. The  agents  of  the  allied  governments  were 
the  largest  buyers,  and  their  purpose  was  to  take 
the  wheat.  Of  course  there  were  speculators  on 
that  side  of  the  market,  but  contrary  to  the  com- 
mon understandinig  it  is  apparent  that  most  of  the 
professional  traders  had  been  on  the  selling  side. 
They  had  believed  there  would  be  wheat  enough 
to  go  around  and  had  sold  short,  or,  in  other 
words,  had  sold  what  they  had  not  yet  acquired, 
expecting  that  before  May  had  passed  the  wheat 
would  come  into  sight  and  that  they  could  obtain 
it  for  their  contracts.  So  far  as  the  mere  statis- 
tical situation  was  concerned  they  were  right;  it 
is  now  evident  that  there  was  wheat  enough  in  the 
country  to  fill  the  normal  demand,  but  they  made 
at  least  one  serious  miscalculation.  They  over- 
looked another  set  of  speculators,  the  house- 
keepers. The  alarming  reports  about  the  winter 
wheat  crops  and  the  food  situation  in  general, 
with  the  extraordinary  efforts  over  the  country 
to  impress  upon  the  public  the  importance  of 
practicing  economy  in  food  supplies,  and  of 
growing  more  food,  had  an  effect  not  anticipated : 
it  started  the  housekeepers  to  laying  in  unusual 
stocks  of  flour.  Grocer's  stocks  were  cleaned 
out,  the  grocers  bought  heavily  of  the  millers, 
and  the  millers  went  into  the  market  and  bid  the 
price  of  cash  wheat  to  a  high  premium  over  May 
delivery,  and  took  the  wheat. 

Market  Oversold. 

As  the  market  got  into  May,  with  practically 
no  wheat  in  store  for  deliveries,  the  short-selling 
speculators  awoke  to  the  fact  that  they  were  in  a 
dangerous  position,  and  started  to  cover  their 
contracts.  That  was  the  one  thing  remaining 
needful  to  send  the  market  kiting.  The  situation 
became  abnormal  and  dangerous.  Without  hav- 
ing been  planned  by  anybody  the  market  was 
virtually  cornered,  although  cornered  is  hardly 
the  word  for  a  market  which  has  no  stocks;  it 
was  oversold,  chiefly  to  the  allied  governments. 


The  railroad  blockade  was  a  factor  in  die  situ- 
ation. Grain  could  not  be  bad  to  make  the  deliv- 
eries. A  large  number  of  the  leading  commis- 
sion houses  refused  to  take  purchasing  orders, 
hedging  operations  became  impracticable.  A 
number  of  the  leading  exchanges  took  the 
situation  in  hand  by  fixing  maximum  prices,  and 
a  meeting  was  called  to  be  held  in  Chicago  on 
May  15th.  At  this  meeting  representatives  were 
present  from  eight  of  the  leading  grain  exchanges 
of  tliis  country  and  from  the  Winnipeg;  exchange, 
also  a  large  number  of  representative  dealers 
and  millers.  This  meeting  approved  of  the  fix- 
ing of  maximum  prices  and  recommended  that 
such  prices  be  continued  and  buying  restricted 
to  the  closing  of  outstanding  contracts  until 
further  notice.  May  wheat  in  Chicago  sold  up 
to  $3.25  per  bushel,  but  the  Exchange  fixed  upon 
$3.18  as  the  settling  price. 

While  the  buying  of  the  "shorts"  was  a  factor 
in  the  final  rise,  it  is  evident  tliat  but  for  tlieir 
short-selling  the  market  would  have  gone  up  some 
time  before  it  did.  The  people  of  this  country 
were  buying  flour  during  the  winter  cheaper  than 
they  would  have  been  but  for  this  influence  in 
the  wheat  market 

With  a  ban  on  trading  the  situation  has  quieted 
down.  The  allied  govemnients  changed  over  a 
lot  of  their  May  contracts  to  later  deliveries,  and 
the  outstanding  trades  have  been  clearing  up.  As 
the  season  has  advanced  and  the  prospects  for 
both  winter  and  spring  wheat  have  improved,  and 
as  it  became  more  evident  that  there  is  plenty 
of  wheat  to  last  until  the  new  crop  is  harvested, 
prices  have  naturally  declined.  All  of  this  is 
accepted  by  some  people  as  proof  that  the  grain 
exchanges  were  responsible  for  making  artificial 
prices,  but  that  conclusion  is  not  warranted. 

At  present  there  is  no  trading  in  futures,  and 
no  opportunity  for  hedging  either  on  grain 
purchases  or  flour  sales.  Some  changes  in  this 
situation  will  doubtless  be  made  before  the  crop 
movement  begins. 

Functions  of  Speculation. 

The  public  usually  thinks  of  speculation  as 
buying  for  the  reprehensible  purpose  of  ad- 
vancing prices,  but  speculators  sell  as  much  as 
they  buy,  and  play  an  important  part  in  handling 
the  crops.  The  latter  are  harvested  in  a  few 
weeks,  and  somebody  must  carry  the  products 
throughout  the  year  until  harvest  comes  again. 
Nobody  can  definitely  know  at  harvest  time  what 
wheat  will  be  worth  during  the  year  to  come, 
for  it  depends  upon  various  factors  yet  to  be 
developed.  It  is  in  its  nature  a  speculative 
situation,  and  the  person  who  undertakes  to  deal 
with  it  is  necessarily  a  speculator.  It  is  his  fiuic- 
tion  to  make  the  price  of  wheat  at  harvest  time 
approximate  as  nearly  as  possible,  with  allowance 
for  carrying  charges  and  compensation  for  risks, 
to  what  the  price  will  be  at  the  close  of  the  crop 
year.     In  doing  this  he  provides  a  fair  market 


to  the  farmer,  and  assists  the  community  to 
adjust  consumption  to  the  supply  from  the  be- 
ginning of  the  year. 

Of  course  there  are  those  who  deny  that  specu- 
lation does  this,  but  their  reasoning  is  not  im- 
pressive. One  writer,  commenting  recently  upon 
tlie  rise  of  prices  says  that  tlie  farmers  let  go 
their  wheat  last  fall  at  $1.50  per  bushel,  that  price 
being  satisfactory  to  them,  and  that  the  rise 
since  then  has  been  beneficial  to  speculators  only. 
But  nobody  knew  last  fall  that  the  wheat  crop 
of  Argentina  would  be  a  failure,  or  that  nearly 
one-third  of  the  winter-wheat  crop  of  the  United 
States  would  be  winter- killed,  or  that  the  pros- 
pective requirements  of  France,  Great  Britain 
and  Italy  would  be  as  large  as  tliey  have  proved 
to  be.  These  are  factors  that  did  not  enter  into 
the  $1.50  price.  It  was  known  last  fall  that 
the  acreage  sown  to  winter  wheat  was  the  largest 
on  record,  and  if  the  crop  here  and  abroad  had 
turned  out  more  favorably  the  persons  who 
bought  at  $1.50  might  have  lost  money. 

Moreover,  it  is  incorrect  to  represent  that  the 
farmers  sold  all  their  wheat  last  fall,  and  that 
the  speculators  kept  it  all  until  this  spring.  The 
wheat  crop  was  going  into  consumption  during 
the  meantime.  There  are  no  figures  showing 
farmers'  sales,  but  the  arrivals  of  wheat  at  the 
eleven  cities  which  are  called  "primary  markets," 
show  the  rate  at  which  the  crop  came  into  sight. 
These  cities  are  Chicago,  Milwaukee,  Dulutli, 
Minneapolis,  Toledo,  Detroit,  Cleveland,  St. 
Louis,  Peoria,  Kansas  City  and  Omaha.  These 
are  points  where  large  storage  elevators  have 
been  constructed  and  where  grain  exchanges 
have  been  organized. 

The  receipts  at  primary  markets  during  each 
month,  the  visible  supply  at  the  end  of  each 
month,  and  the  highest  and  lowest  quotation  for 
cash  wheat  in  each  month,  from  July,  1916,  to 
April,  1917,  are  shown  below : 
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Receipts   Visible  Supply 


Monthly  cash 
prices — Wheat 


July  

August 

September  .    . . 

October 

November  .   . . . 

December  .   . . . 

JOIT 

January   

February   .    . . . 

March 

AprU   


Rusbels 
28,730,000 
48.4TS.000 

rii.nin.ooo 

42.101,000 
4i),OOD.0O0 
24.950.000 

20,870,000 
18,475.000 
24,.'i47.000 
21,659.000 

330,881,000 


BusbeU 
40.889.000 
1)2,540.000 
57.418,000 
eO.470.000 
63.262.000  ■ 
Ce.BS4,000 

40.65.0.000 
45.130.000 
40,119,000 
25.756.000 


HiKh 

Tsi 

2.02 
2.00 
1.00 

2.05 
2.05 
2.13 
2.9694 


Low 
11.04 
1.22 
1.40% 
1JS7W, 
1.65 
1.42H 

1.04K 

1.7Sfi 
IMVt 


For  the  week  ending  May  26,  the  receipts  were 
5,491,000  bushels,  showing  that  there  is  still 
wheat  back  in  the  country  and  the  visible  supply 
on  May  28th,  was  higher  than  on  April  30th. 

It  is  true,  undoubtedly,  that  there  is  a  large 
amount  of  blind  speculation  by  persons  who  do 
not  qualify  themselves  to  have  an  intelligent 
opinion,  but  who  buy  or  sell  as  they  would  lay  a 
coin  on  the  red  or  black.  These  persons  are  the 
hangers-on  of  the  business,  but  the  traders  who 
make  an  honest  study  of  conditions  help  to  make 


a  stable  market  in  which  the  necessary  business 
of  the  country  can  be  carried  on. 

Hedging  Transactions. 

The  grain-buyers  in  the  towns  throughout  the 
farming  districts  buy  the  grain  from  farmers  and 
simultaneously  sell  it  in  the  speculative  markets 
for  future  delivery,  with  a  margin  to  cover  the 
costs  of  handling,  carrying  charges  and  their 
profit.  The  capital  would  not  be  available  to 
handle  the  grain  or  cotton  crops  promptly  if  the 
speculative  markets  did  not  afford  this  oppor- 
tunity for  hedging  sales.  The  people  who  talk 
of  putting  a  stop  to  speculative  trading  evidently 
do  not  understand  that  without  it  the  farmers 
would  have  to  carry  the  crop  largely  themselves 
until  it  actually  entered  into  consumption.  This 
would  mean  that  the  price  would  break,  and  tlie 
spread  between  fall  and  spring  prices  would  be 
greater  than  now.  A  trial  of  that  was  had  in 
the  cotton  trade  in  1914,  when  the  cotton  ex- 
changes were  closed  and  cotton  fell  to  six  cents 
per  pound  and  even  lower. 

The  millers  use  the  speculative  market  to  pro- 
tect themselves  in  contracting  for  the  future 
delivery  of  flour.  A  miller  will  contract  now 
to  deliver  flour,  say  in  December  next.  He  hasn't 
the  wheat  yet,  and  does  not  want  to  buy  it 
now,  for  he  hasn't  the  warehouse  room  to 
store  wheat  for  six  months'  grinding;  further- 
more, wheat  will  be  cheaper  after  harvest.  He 
bases  the  contract  price  for  flour  upon  the  market 
price  of  the  December  wheat  option,  and  covers* 
his  requirement  by  a  purchase  of  the  latter.  The 
miller  may  be  located  in  Louisville,  Fort  Worth, 
Topeka  or  Bismarck,  and  his  wheat  option  may 
be  for  Chicago  delivery,  and  he  has  no  intention 
of  taking  wheat  in  Chicago,  but  he  is  protected  on 
his  flour  contract.  At  his  convenience  he  will 
buy  wheat  for  the  flour,  selling  at  the  same  time 
his  Chicago  option.  If  he  is  obliged  to  pay  more 
for  wheat  than  the  price  on  which  he  made  the 
flour  contract  he  will  be  reimbursed  by  a  profit 
on  the  Chicago  option ;  on  the  other  hand  if  the 
value  of  his  option  has  fallen  he  will  be  reim- 
bursed for  the  loss  by  a  larger  profit  on  the  flour. 
He  has  been  able  to  conduct  his  milling  business 
on  a  definite  basis. 

The  grain  exchanges  simply  afford  a  meeting 
place  for  buyers  and  sellers,  and  maintain  rules 
for  regulating  the  business.  They  facilitate  trad- 
ing, make  it  easier  to  enlist  capital  in  carr)ring 
the  crops  and  thus  broaden  the  market.  The 
substantial  houses  in  the  business  desire  a  normal 
market,  with  free  play  for  all  the  price-making 
forces.  A  manipulated  or  artificial  market  is 
dangerous  to  everybody  in  the  market  and  seri- 
ously interferes  with  the  legitimate  functions  of 
the  exchange.  The  influence  of  bankers  is 
against  efforts  to  control  prices,  because  an  arti- 
ficial market  is  a  dangerous  market  to  lenders ; 
and  it  may  be  broadly  affirmed  that  attempts  to 
manipulate  the  market  are  always  subject  to  risks 


which  carry  much  greater  penalties   than   any 
which  a  court  of  justice  would  ventiu-e  to  inflict. 

Qovernment  Control  of  Prices. 

The  difficulties  attendant  upon  government 
control  of  prices  are  very  much  greater  than 
are  commonly  assumed  by  tliose  who  advocate 
the  policy.  The  purpose  is  to  keep  prices  down, 
and  officials  charged  with  administration  are 
likely  to  think  that  tlieir  duty,  but  it  may  be 
unwise  to  keep  prices  down.  Prices  have  a 
direct  influence  both  upon  the  rate  of  consumption 
and  the  volume  of  production,  and  unless  the 
government  imdertakes  to  put  the  entire  popu- 
lation on  fixed  rations,  and  to  assume  a  military 
control  of  production,  reliance  must  be  placed 
upon  prices  to  bring  supply  and  demand  into 
proper  relations  with  each  other.  If  the  con- 
sumption of  wheat  is  too  high  in  the  early  part 
of  the  year  the  supply  may  be  exhausted  and 
there  be  none  in  the  latter  part.  If  the  supply  is 
short  this  year  it  is  important  that  the  crop  shall 
be  larger  next  year.  There  are  many  kinds  of 
wholesome  food  products  which  are  available 
for  use  here  but  which  are  not  so  suitable  for 
export  as  wheat  Oatmeal  is  an  article  which 
until  a  few  weeks  ago  has  been  selling  in  retail 
packages  at  the  same  price  as  before  the  war. 
That  is  a  normal  and  proper  price  for  wheat 
which  will  spread  the  supply  throughout  the  year 
and  accomplish  such  a  degree  of  economy  and 
substitution  as  will  bring  ^ese  other  foods  into 
use  and  enable  us  to  meet  the  pressing  foreign 
demand. 

A  proposal  to  fix  prices  in  the  interest  of  con- 
sumers immediately  raises  the  question  of  the 
attitude  of  the  farmer,  who  is  urged  to  exert 
himself  to  the  utmost.  The  farmer  has  been 
assured  that  nothing  will  be  done  about  controll- 
ing the  price  while  the  wheat  is  in  his  hands, 
but  that  the  price  will  be  regulated  to  restrict 
trading  profits  after  it  leaves  his  hands.  Accord- 
ing to  this  proposal  the  trader  is  to  have  the  same 
chance  to  lose  his  money  that  he  has  had  hereto- 
fore, but  his  chance  to  make  a  profit  is  to  be  cur- 
tailed. Of  course  the  effect  will  be  to  diminish 
competition  in  the  business  and  lower  the  price 
paid  the  farmer.  As  an  offset  to  this,  a  mini- 
mum price  may  be  guaranteed  the  farmer,  and 
in  view  of  present  conditions  this  is  probably  a 
wise  thing  to  do. 

The  administration  bill,  pending  in  Congress 
gives  sweeping  powers  in  the  matter  of  food  con- 
trol to  the  President.  These  will  be  exercised 
through  an  organization,  the  head  of  which  it  is 
understood  will  be  Mr.  H.  C.  Hoover,  who  is  a 
man  of  large  experience,  and  very  favorably 
known  through  his  management  of  the  Belgian 
relief  fund. 

Under  ordinary  circumstances,  and  with  an 
organization  of  government  employes  made  up  in 
the  usual  manner,  the  presumptions  would  be  all 
against  the  proposed  elaborate  system  of  control. 


The  mischief  which  might  be  done  by  bungling 
amateurs  or  persons  who  assiuned  the  task  with 
fixed  prejudices  against  all  the  existing  machin- 
ery of  the  trade  would  be  very  great  It  is,  how- 
ever, quite  conceivable  that  a  man  of  Mr. 
Hoover's  exi)eriencc,  representing  the  public 
authority,  may  be  able  to  coordinate  the  existing 
agencies  of  distribution  so  as  to  form  a  more 
effective  organization.  It  makes  all  the  differ- 
ence whether  the  powers  arc  to  be  used  for 
destructive  and  punitive  purposes,  as  government 
powers  are  customarily  used,  or  for  constructive 
purposes.  If  Mr.  Hoover  will  create  a  cabinet 
consisting  of  the  presidents  of  the  grain  ex- 
changes of  the  country,  or  of  otherwise  selected 
high  class  men  representing  the  grain  trade  and 
the  milling  industry,  there  is  every  reason  to 
believe  that  he  will  have  competent  and  disinter- 
ested advice  upon  the  grain  situation,  and  that 
benefits  will  be  realized.  Representatives  of  tlie 
leading  farmers'  organizations  should  be  in- 
cluded. The  organization  for  other  food  stuffs 
may  be  created  in  the  same  way,  and  it  is  under- 
stood that  this  is  the  general  policy  which  Mr. 
Hoover  intends  to  pursue.  Under  it  the  free 
play  of  natural  influences  will  be  preserved  while 
a  curb  is  placed  upon  the  abnormal  and  artificial 
tendencies  which  are  harmful.  The  reassurance 
of  the  public  in  order  that  it  may  not  disturb  the 
market  by  spasmodic  and  unnecessary  demands, 
as  in  recent  weeks,  is  one  important  result  which 
may  be  achieved  by  having  a  responsible  author- 
ity over  the  situation.  It  is  conceivable  also  that 
advice  from  this  authority  as  to  economies  and 
substitutions  in  the  use  of  foods  may  be  valuable, 
and  it  may  render  important  service  in  dis- 
tributing the  purchases  for  export.  The  country 
needs  to  use  its  resources  to  the  best  possible 
advantage  and  the  business  men  of  all  the  trades 
are  more  than  willing  to  co-operate  with  the  gov- 
ernment. 

War  Taxation. 


The  House  bill  levying  new  taxes  estimated 
to  produce  approximately  $1,850,000,000  of  rev- 
enues has  passed  that  body,  and  the  Senate 
Committee  on  Finance  has  it  under  consideration. 
Important  changes  are  indicated. 

The  agitation  in  favor  of  "making  wealth 
pay,"  of  insisting  upon  "a  sacrifice  of  dollars 
as  well  as  a  sacrifice  of  blood,"  of  "dragging  in- 
dividual and  corporate  wealth  out  of  its  hiding 
places,"  of  "making  war  unpopular,"  of  "sav- 
ing future  generations  from  the  burden  of  war 
debts,"  goes  on  witli  a  zest  which  suggests 
that  to  some  at  least  of  the  participants  the 
pursuit  is  real  sport.  There  is  a  famous  pas- 
sage from  Macaulay  in  which  he  gives  cur- 
rency to  the  opinion  that  the  Puritans  of  the 
time  of  the  Commonwealth  objected  to  bear- 
baiting  not  so  much  because  it  gave  pain  to 
the  bear  as  because  it  afforded  amusement  to 


the  spectators.  In  the  present  instance  there 
is  reason  for  believing  that  the  plutocrat- 
baiters  are  interested  less  in  the  revenues  that 
may  be  produced  for  the  Government  than  in 
the  extraction  of  wealth  from  the  rich. 

There  are  sound  reasons  why  an  important 
share  of  the  expenses  of  the  war  should  be 
raised  by  taxation  during  the  war.  Most  lines 
of  business  arc  under  extraordinary  stimulus, 
profits  are  larger  than  usual,  wages  are  gen- 
erally higher,  and  the  employment  of  the 
people  is  very  complete.  Therefore  the  coun- 
try can  afford  to  pay  taxes  now  better  perhaps 
than  it  will  be  able  to  in  the  years  following 
the  war,  when  it  may  be  suffering  from  reac- 
tion. Moreover,  the  industrial  capacity  and 
labor-supply  of  the  country  is  occupied  with 
war  business  to  such  an  extent  that  it  is  im- 
possible to  go  ahead  with  constructive  work 
in  other  lines  as  usual.  The  current  income 
of  the  country  must  of  necessity  be  g^ven  over 
largely  to  the  government,  either  through 
loans  or  taxation,  to  enable  it  to  carry  on  the 
war,  and  the  proportion  between  loans  and 
taxation  should  be  governed  neither  by  a  de- 
sire to  favor  or  penalize  wealth,  but  by  the 
probable  effects  upon  the  general  welfare, 
through  the  results  upon  industry,  employ- 
ment, and  the  ability  of  the  country  to  meet 
conditions  after  the  war.  No  taxation  conceiv- 
ably possible  after  the  war  will  be  as  impor- 
tant to  the  masses  of  the  people  as  the  possible 
difference  between  a  state  of  general  industrial 
activity,  with  full  employment  to  all  the  peo- 
ple, and  a  state  of  industrial  depression  such 
as  this  country  experienced  in  the  winter  of 
1914-15.  Everybody  will  be  able  to  pay  his 
share  of  the  taxes  if  the  industries  are  busy, 
and  still  have  a  better  living  than  he  will  have 
if  the  industries  are  depressed. 

Fundamental  MUconceptioiu. 

The  catch  phrases  which  are  used  show  the 
same  want  of  comprehension  of  the  fundamental 
relations  of  society  which  is  responsible  for  most 
of  the  ill-feeling  and  friction  in  the  industrial 
world.  The  agitation  is  all  based  upon  the  as- 
sumption that  private  wealth  is  devoted  to  the 
owners,  and  that  if  it  is  taken  away  from  them, 
even  though  destroyed,  nobody  else  is  a  loser. 
The  whole  idea  is  that  the  proposed  taxation  will 
reach  hidden  hoards,  or  possibly  curtail  the  luxu- 
rious living  of  the  rich,  with  apparently  no  ap- 
preciation of  the  fact  that  it  will  fall  upon  the 
industrial  fund,  the  capital  available  for  the  sup- 
port of  industry. 

Is  the  public  interested  in  the  industrial  fund  ? 
Is  it  interested  in  the  production  of  things  for 
the  public  market?  This  is  an  opportune  time  to 
ask  if  it  is  interested  in  the  supply  and  price  of 
things  of  common  consumption.  Is  the  public 
interested  in  the  development  and  improvement 
of  industry,  in  the  multiplication  of  power  plants 
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and  the  enlargement  of  industrial  capacity  and 
output  ?  Is  it  interested  in  the  facilities  for  trans- 
portation ?  If  it  is  agreed  that  the  public  is  inter- 
ested in  these  things  then  the  proposal  to  with- 
draw capital  in  great  amounts  from  these  pur- 
poses should  be  considered  with  regard  to  its  ef- 
fect upon  the  public  interests,  instead  of  being 
treated  as  though  the  individual  title-holders 
were  alone  concerned. 

A  Few  lllustralions. 

England,  who  led  the  world  in  the  application 
of  steam  to  machinery,  has  lagged  in  recent  years 
in  the  improvement  of  industrial  equipment, 
largely  because  of  the  mistaken  opposition 
of  the  labor  organizations,  but  with  the 
tremendous  pressure  upon  her  working  forces 
occasioned  by  the  war,  a  new  interest  has 
been  aroused  in  labor-saving  machinery.  A  recent 
number  of  the  London  Times  contains  an  article 
reviewing  at  some  length  the  improvements  that 
have  been  installed,  and  also  telling  of  further 
opportunities  to  substitute  machine  power  for 
man  power.  It  said  that  a  great  deal  of  verj' 
toilsome  labor  was  still  done  in  England  in  load- 
ing and  unloading  ore  and  coal  to  and  from  ships 
bv  hand  .shoveling.  Most  of  our  readers  prob- 
ably know  of  the  costly  equipment  installed  at 
our  lake  and  ocean  ports  where  ore  and  coal  are 
handled  in  large  quantities,  but  does  the  public 
generally  appreciate  the  saving  of  "toilsome 
labor,"  and  the  saving  in  money,  which  is  thus 
accomplished?  The  editor  of  the  Marine  Revierv^ 
Cleveland,  is  authority  for  the  following  state- 
ment, given  in  answer  to  an  inquiry  upon  the 
subject : 

Tlie  loaHirg  record  made  by  the  steamer  William  E.  Corey 
nn  September  8.  I9IJ,  has  never  been  broken.  On  this  occa- 
sion the  Corey  loaded  9.457  ((ross  tons  of  Group  5  ore  at  the 
A!Ioue7  dock,  Superior,  Wis.,  in  25  minutes.  The  steamer  made 
no  shift  and  the  ore  was  all  in  the  pockets.  The  time  of  load- 
ing was  computed  from  the  time  the  first  spout  was  lowered  to 
the  hatch  and  ended  when  the  last  spout  was  back  in  its  place 
.It  tlie  d.-Krk.  The  Corey  arrived  at  the  Allouez  dock  at 
1  :-IO  p.  m.  r.oadin|r  began  at  2.43  p.  m.  and  was  concluded 
at  3:0S  p.  m.  She  left  the  dock  at  3:15  p.  m.  The  total  time 
loading  was  25  minutes  and  the  total  time  at  dock  and  in 
port  was   1    hour,   35  minutes. 

The  unloading  record  is  still  held  by  the  steamer  P.  A.  R. 
Wirterer.  On  August  !.  1912,  the  Widener  unloaded  10,636 
gross  tons  of  Pioneer  ore  at  Corneaut  in  2  hours  and  50 
minutes.  The  steamer  began  unloading  at  2:20  p.  m.  and 
finished  at  5;I0  p.  m.     The  entire  cargo  was  loaded  into  cars. 

The  newspapers  have  recently  told  of  the  com- 
pletion of  a  new  coal  pier  at  Baltimore  by  the 
Raltimore  &'  Ohio  railroad,  at  an  expenditure  of 
.S2..'>00.000.  with  the  latest  handling  appliances, 
foal  is  more  difficult  to  handle  than  ore,  because 
there  is  waste  from  breakage.  A  description  of 
the  new  Baltimore  pier  says : 

The  structure  is  of  unusual  interest  because  of  Ita  capacity, 
which  is  claimed  to  be  the  largest  of  any  coal  pier  yet  con- 
strticted.  and  because  it  handles  coal  by  belt  converors  instead 
of  by  i^avitv.  This  arrangement  greatly  reduces  the  breakage 
hy  making  three  feet  the  maximum  fall  for  coal  from  the  time 
it   leaves  the  car  until  it  reaches  the  ship. 

At  the  land  end  of  the  pier,  which  is  of  concrete  and  steel, 
are  two  car  dumpers  and  next  to  them  arc  balancing  bins,  into 
which  certain  of^  the  belt  conveyors  empty.  On  the  pier  are 
four  traveling  loading  towers  that  can  serve  as  many  ships  all 
at  one  time.  They  are  supplied  with  coal  by  sixty-inch  belts, 
having  a  maximum  speed  of  five  hundred  feet  per  minute. 
Supplementing  these  are  two  towers  that   trim   the  ships*  loads. 

The  functions  of  the  entire  plant  are  interlocked  and  con- 
trolled electrically  by  ptish  buttons. 


The  superintendent  of  motive  power  of  the 
Pennsylvania  Railroad  Company  has  recently 
given  an  account  of  the  progress  made  in  the 
last  five  years  in  the  development  of  locomotive 
efficiency.  Although  the  discussion  is  somewhat 
technical,  the  facts  are  extremely  interesting,  and 
we  quote  from  him  as  follows : 

About  five  years  ago  the  most  powerful  locomotive  on  the 
Pennsylvania  Railroad  for  handling  freight,  was  the  class  H8h. 
From  the  diagram  you  will  sec  that  its  maximum  capacty  was 
somewlicre  round  1300  H.P.  When  it  was  exerting  this  power. 
its  coal  consumption  was  in  the  neighborhood  of  5.4  pounds  of 
coal  per  dynamometer  horse  power  per  hour.  It  was  most  effici- 
ent   at    about    750    H.P.,    and    at    that    rate    of   output,    its    coal 


consumption  was  about  3.6  pounds  per  dynamometer  horse  powe 
per  hour._  The  application  of  the  superheater  to  this  locomotivi 
resulted   in   the  class   of  H8sb  and   was  accompanied   by  an   in 


crease  in  the  maximum  power  to  in  the  neighborhood  of  1600 
H.P.,  and  at  that  rate  it  developed  a  horse  power  on  4.25 
pounds  of  coal  per  hour.  Its  most  efficient  point  was  at  about 
800  H.P.,  and  at  that  rate  it  developed  a  horse  power  on  3 
pounds   of  coal   per   hour. 

The  introduction  of  ^  our  design  of  Mikado  type  locomotive, 
class  Lis.  resulted  in  increasing  the  maximum  power  from  the 
figures  above,  to  approximately  2600  H.P.,  as  shown  by  the 
curve,  and  at  that  point  the  Lis  locomotive  produces  a  horse 
power  on  3.75  pounds  of  coal  per  hour.  This  Lis  locomotive 
has  a  wide  range  of  high  efficiency,  and  anywhere  between  500 
H.P.  and  1500  H.P.  the  locomotive  will  give  one  horse  power 
on  2.5  pounds  of  coal  per  hour. 

The  other  lines  on  this  diagram  show  the  Lis  locomotive  with 
a  feedwater  heater,  which  is  a  piece  of  apparatus  we  are 
developng  now  .ind  which  is  going  to  make  a  further  reduction 
in  the  consumption  of  coai  per  dynamometer  horse  power  by 
practicall>^  one-fourth  pound  of  coal  under  tne  economical  points 
of  operation  above  referred  to,  and  we  expect  to  get  to  the 
point  where  when  developing  between  500  H.P.  and   1,500  H.P. 


the  consumption  of  coal  will  be  2.25  pounds  per  dynamometer 
horse  power  hour.  *  •  •  *  It  looks  as  though  the  range  of 
maximum  economy  will  be  increased  from  500  H.P.  to  1500  H.P., 


oyn 
It  looks  as  though  the  range  of 
led  from  500  H.P.  to  1500  H.P., 
to  from  500  H.P.  to  2200  H.P.,  and  even  at  the  maximum  point, 
the  new  Lis  locomotive,  instead  of  going  up  to  4.75  pounds  of 
coal,  will  never  go  above  3.25  |>ounds  of  coal  per  dynamometer 
horse  power  hour.  These  are  estimated  figures,  but  they  are  what 
we  propose,  and  expect,  to  meet  during  the  year  1917. 

All  of  this  shows  that  during  the  last  five  years  the  economy 
and  capacity  of  our  locomotives  has  been  more  than  double*!, 
and  this  has  been  obtained  for  an  investment  in  property — inso- 
far as  the  cost  of  the  locomotives  is  concerned — that  will  not 
amount  to  a  30  per  cent,  increase. 

The  effect  on  the  cost  per  ton  mile  of  these  more  powerful 
locomotives,  ia  greater  tnan  that  indicated  by  the  economy 
figures  referred  to  in  the  foregoing^  because  larger  train  units 
produce  economies  by  themselves,  irrespective  of  the  economy 
from  the  design  of  the  locomotive  per  se. 

That  is  one  little  chapter  of  the  story  of  re- 
search and  expenditure  which  is  going  on  con- 
stantly to  reduce  the  cost  of  transportation,  and 
similar  efforts  are  going  on  in  every  field,  for 
improving  the  industrial  equipment  which  serves 
the  community.  The  fact  that  transportation 
costs  and  living  expenses  increase,  notwithstand- 
ing these  efforts,  does  not  lessen  the  importance, 
but,  on  the  contrary,  is  a  reason  for  emphasizing 
and  re-doubling  the  efforts.  The  growth  of  popu- 
lation and  the  depletion  of  natural  wealth  tends 
to  make  the  support  of  life  more  difficult,  and 
the  rising  standards  of  modern  life  make  new  de- 
mands. It  is  only  by  improving  the  methods  of 
production  that  the  former  losses  can  be  over- 
come and  the  latter  demands  can  be  met. 

The  experience  of  the  Chicago,  Milwaukee  & 
.St.  Paul  Railway  Company  with  electrical  pro- 
pulsion on  its  mountain  divisions  has  been  so  sat- 
isfactory that  it  has  determined  to  extend  this 
equipment  over  660  miles  of  road.  Upon  this 
portion  of  the  line  the  consumption  of  coal  will 
cease,  and  the  traffic  will  be  handled  by  power 
from  the  inexhaustive  source  of  running  streams. 
When  all  the  coal  deposits  of  the  continent  are 
exhausted,  the  streams  will  still  be  running,  and 
meantime  the  "toilsome  labor"  of  mining  coal 


and  of  shoveling  it  into  the  fire-boxes  will  not 
have  to  be  performed  for  this  traffic,  and  when 
all  the  water-powers  are  utilized  the  life  of  the 
coal  fields  will  be  greatly  extended. 

Profits  Oo  Back  to  Increase  Production. 

The  above  examples  merely  illustrate  the 
actual  whereabouts  and  employment  of  this 
private  wealth  which  we  are  savagely  told 
must  be  dragged  out  of  its  secret  hiding-places 
and  devoted  to  public  use. 

But  of  course  it  will  be  said  that  all  of  this 
industrial  equipment,  although  admittedly  de- 
voted to  public  use,  is  only  rented  to  the  pub- 
lic, at  a  profit.  The  owners  are  taking  toll  of 
the  public  and  increasing  their  own  riches ;  no 
thanks  to  them.  But  this  is  not  a  question  of 
thanks;  it  is  a  question  of  results  to  the  pub- 
lic. No  investment  can  bring  profits  to  the 
owner  unless  the  public  finds  an  advantage  in 
using  it;  the  profits  of  the  owner  are  certain 
evidence  of  gains  to  the  user.  Moreover  the 
profits  of  the  owner,  above  what  are  con- 
sumed by  himself  and  dependents,  are  put 
back  into  industry,  creating  new  utilities, 
which  in  their  turn,  if  successful,  yield  ben- 
efits to  the  public.  It  is  the  profits  made  by 
the  introduction  of  new  methods  which  finance 
more  new  methods,  a  cumulative  and  never  end- 
ing process.  There  is  no  other  use  to  which 
surplus  profits  can  be  applied  but  to  the  further 
expansion  and  improvement  of  industry. 

Profits  Necessary  to  Progress. 

If  all  the  industries  of  the  country  were 
turned  over  to  the  government,  their  functions 
would  be  unchanged,  and  whether  the  public 
was  benefited  or  not  would  depend  upon 
whether  they  were  nm  more  efficiently  by  the 
government  than  tliey  are  now.  There  would 
still  have  to  be  profits,  or  a  surplus  of  produc- 
tion above  current  consumption,  or  progress 
would  come  to  a  stop.  New  capital  from  some 
source  must  be  constantly  forthcoming  in  a 
growing  and  advancing  community  to  finance 
the  new  ideas  that  are  always  incubating  and 
provide  the  increased  capacity  that  is  always 
required.  Development  cannot  go  on  without 
the  experiments  and  expenditures  that  private 
capital  now  pays  for.  If  the  government 
owned  the  railways  it  would  have  to  provide 
for  electrification,  for  the  elevation  of  tracks, 
the  construction  of  terminals,  the  production 
of  power,  and  the  increase  of  equipment,  just 
as  the  companies  do  now,  and  it  would  have 
to  get  this  capital  either  directly  from  surplus 
revenues  or  by  borrowing  from  the  public  and 
making  the  rates  high  enough  to  cover  interest 
charges. 

The  essential  question  then  is  whether  the 
private  owners  personally  absorb  a  larger  share 
of  these  gains  than  they  are  fairly  entitled  to. 


However  large  profits  may  be  we  have  seen 
that  all  except  what  the  owners  consume  go 
back  into  industry.  If  all  the  industries  were 
given  to  the  government  outright,  and  the 
latter  hired  the  present  owners  to  operate  them 
on  salaries  equivalent  to  their  accustomed  liv- 
ing expenses,  the  situation  would  be  practically 
the  same  as  now. 

Extravagance  Is  Offensive. 

Are  the  owners  getting  too  much,  in  receiv- 
ing their  living  expenses  as  compensation  for 
their  services  in  managing  the  industries? 
They  sometimes  live  extravagantly,  and  waste- 
ful extravagance  is  offensive  for  many  reasons, 
although  often  justified  upon  the  theory  that  it 
"makes  work."  The  world  doesn't  need  to  have 
work  "made"  for  it ;  the  great  problem  of  society 
is  to  save  work  and  to  make  work  more  effective 
in  order  that  there  may  be  a  greater  supply  of 
comforts  for  all.  If  there  was  a  clearer  under- 
standing of  the  part  which  savings  and  invest- 
ments play  in  the  progress  of  society,  and  of 
the  fact  that  unproductive,  wasteful  expendi- 
tures retard  that  progress,  there  would  be  less 
of  the  latter.  There  is  much  ignorance  upon 
this  subject  among  both  the  possessors  of  wealth 
and  their  critics.* 

The  sense  of  social  responsibility,  of  in- 
terest in  the  progress  and  welfare  of  society, 
is  an  attribute  of  the  higher  civilization.  There 
is  much  evidence  that  it  is  growing,  but  it  is 
not  yet  a  dominating  influence.  The  most 
powerful  motive  in  the  activities  of  men  is 
still  self-interest,  the  desire  to  win  distinction 
and  to  command  the  comforts  and  luxuries 
that  money  will  buy.  The  difference  between 
the  private  ownership  of  industries  and  public 
ownership,  or  socialism,  is  that  the  former 
makes  use  of  this  motive.  The  successful 
owner  has  the  privilege  of  fixing  his  own  "sal- 
ary," but  over  against  this  is  the  fact  that  he 
renders  an  interested,  zealous,  and  more  effec- 
tive service  than  can  be  otherwise  had.  Nor 
is  it  simply  that  selfish  interest  inspires  him  to 
greater  efforts ;  there  is  a  freedom,  an  indi- 
vidual responsibility  and  opportunity  for  ini- 
tiative which  is  of  even  greater  importance. 
If  all  the  industries  were  turned  over  to  the 
government  and  it  hired  the  present  owners 
to  manage  them  at  salaries  equivalent  to  their 
present  living  expenses,  the  situation  would 
be  the  same  as  now  so  far  as  the  actual  dis- 
tribution of  product  was  concerned,  but  how 
long  would  results  be  the  same?  How  long 
would  the  incentiv.e  to  progress  remain,  and 
when  these  managers  passed  away  by  what 
system  of  preference  would  their  successors 
be  selected? 


*  RMderi  who  with  to  parBue  tbis  subject  farther  should 
rMd  "PoTerty  and  Wast«"  by  Hartley  Withers. 
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Progress  the  Essential  Thing. 

It  is  natural  to  tliink  of  existing  conditions  as 
fixed  and  permanent,  that  there  is  only  a  routine 
of  work  to  be  followed,  and  that  the  principal 
problem  is  that  of  dividing  up  the  current  pro- 
duction. That  is  the  outlook  and  scope  of  view 
of  those  who  complain  of  the  present  order.  But 
society  does  not  stand  still.  It  is  constantly 
changing  and  improving  the  methods  of  industry. 
Managing  a  railroad  is  more  than  handling  the 
traffic  that  is  offered  from  day  to  day ;  it  includes 
constantly  re-building  and  re-equipping  it  into  a 
better  railroad,  and  that  is  the  principal  reason 
why  the  government  ownership  of  railroads  is 
undesirable. 

The  most  important  work  for  each  generation 
is  that  of  carrying  society  forward,  making  its 
own  additions  to  the  sum  of  inherited  knowl- 
edge and  giving  to  its  successors  something  more 
than  it  received.  This  is  accomplished  in  the 
manner  illustrated  above,  and  by  using  the  sav- 
ings of  one  achievement  for  the  development  of 
another.  There  must  be  savings,  profits,  accumu- 
lations, in  order  that  there  may  be  progress,  and 
the  greater  they  are  the  more  rapid  the  progress 
will  be.  The  conspicuous  fortunes  of  the  day, 
which  it  is  common  to  say  should  have  been  dis- 
tributed in  the  making  or  should  be  reduced  or 
curtailed  by  taxation,  are  productively  employed 
in  ways  permanently  beneficial  to  the  humblest 
members  of  the  community  and  their  children 
after  them. 

This  whole  country  has  been  suddenly  aroused 
to  the  importance  of  having  an  abundant  yield  of 
farm  products  this  year.  It  is  interested  in  the 
output  of  every  farm,  no  matter  who  owns  it. 
We  deplore  the  loss  of  the  wheat  crop  in  Kansas, 
although  we  own  no  land  in  Kansas.  We  under- 
stand tiiat  the  wheat  crop  of  the  world  is  a  com- 
mon fund,  and  that  the  yield  of  every  locality  af- 
fects the  price  of  wheat  every\vhere.  Land  own- 
ership cuts  no  figure  in  the  price  of  wheat  ex- 
cept as  it  affects  the  production  of  wheat,  and 
the  judgment  of  the  world  up  to  this  time  is  that 
the  production  of  wheat  is  best  promoted  by 
private  ownership  in  land.  The  same  rule  applies 
to  the  ownership  of  capital  in  other  forms  and 
to  the  production  of  other  commodities.  Society's 
first  interest  is  in  efficient  production,  and  in  the 
distribution  of  ownership  chiefly  as  it  affects  pro- 
duction. As  capital  is  accumulated,  the  methods 
of  production  improved  and  production  increased, 
it  is  inevitable  that  there  will  be  a  broad  elevation 
of  the  economic  level  upon  which  society  lives, 
and  that  all  men  will  have  a  better  opportunity  to 
share  in  the  ownership  of  productive  property. 

The  Problem  of  Taxation. 

If  this  reasoning  is  correct  the  community 
should  beware  how  it  seizes  for  current  use  upon 
the  capital  which  is  certainly  destined  for  the  in- 


dustrial fund.  To  a  very  great  extent  it  must  be 
done,  but  it  is  not  to  be  done  in  the  spirit  of  eager 
confiscation  with  which  in  some  quarters  it  is 
advocated  at  the  present  time.  It  would  be  folly 
to  seize  it  upon  the  theory  that  the  public  is  really 
acquiring  anything  at  the  expense  of  the  rich 
owner,  for  under  no  conceivable  circumstances 
will  the  taxation  encroach  upon  the  portion  of 
his  income  which  is  devoted  to  his  own  support. 
Indeed,  the  common  argument  for  the  seizing  of 
large  incomes  is  that  it  will  involve  no  sacrifice 
to  the  owners.  This  is  true ;  the  sacrifice  is  from 
a  fund  destined  to  public  use,  and  at  the  expense 
of  society  as  a  whole  in  the  future. 

There  is  one  kind  of  taxation  which  is  un- 
doubtedly worse  than  that  which  would  reduce 
the  fund  available  for  investment.  This  is  tax- 
ation which  would  actually  deprive  people  of  the 
common  necessaries  and  comforts,  and  impair 
the  health  and  efficiency  of  the  population.  This 
country  does  not  require  or  desire  taxation  of 
this  kind,  and  there  is  little  danger  that  it  will  be 
imposed.  But  between  the  funds  which  are 
needed  for  necessaries  and  the  funds  which  are 
destined  for  industrial  use  there  is  a  great  flow 
of-  expenditures  which  may  be  tapped  with  the 
minimum  effect  upon  the  country.  There  is  no 
necessity  for  extreme  or  revolutionary  taxation. 
All  classes  are  able  to  make  some  contribution 
and  it  is  desirable  that  the  taxation  shall  be  met 
to  an  important  degree  by  reasonable  economies, 
so  that  the  capital  resources  of  the  country  will 
not  be  diminished  and  that  after  the  war  the 
losses  of  industrial  capital  will  be  made  good. 
The  manner  of  taxation  is  more  important  than 
the  haste  with  which  it  is  imposed.  Taxes  which 
bear  upon  luxuries  may  be  advantageously  main- 
tained after  the  war,  and  the  coimtry  can  better 
afford  to  spread  the  taxation  over  a  longer  period 
than  to  heap  it  up  excessively  during  a  few  years. 

We  have  referred  only  to  the  industrial  invest- 
ment of  large  incomes,  but  there  are  other  appli- 
cations with  which  the  public  is  familiar,  which, 
while  classed  as  benevolent,  are  scarcely  less  con- 
structive and  of  no  less  public  value.  The  men 
of  large  incomes  are  usually  men  gifted  with 
vision  and  ability  to  use  money  in  many  ways 
so  that  far  reaching  benefits  accrue  to  the  public. 
.Such  plans  and  enterprises  are  outside  the  scope 
of  governmental  efforts,  where  the  use  of  public 
funds  may  be  impracticable,  as  setting  precedents 
which  ought  not  to  be  established.  It  is  not  de- 
sirable that  the  inclination  of  men  of  wealth  to 
use  their  fortunes  in  such  manner  should  be 
estopped  by  taxation  deliberately  planned  to 
despoil  them,  and  out  of  all  proportion  to  that 
levied  upon  the  rest  of  the  community.  Their 
money  is  bound  to  go  to  a  public  use  in  any  event, 
and  there  may  be  great  public  gains  in  allowing 
them  to  act  upon  their  own  initiative  in  placing  it 
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THE  two  most  significant  events  of  that  he  could  make  would  be  an  insignificant 

the  month  just  closed  were,  first,  factor  in  a  total  of  such  magnitude.    The  results 

the   orderly   and    willing   registra-  show  that  the  small  subscriptions  were  very  im- 

tion  of  nearly   10,000,000  men  of  portant  in  the  aggregate.    Moreover,  it  was  highly 

and  between  the  ages  of  21  to  30,  important  that   the  loan   should   have  a  broad 

for  the  ser\ice  of  the  countrj*,  as  they  may  be  distribution,  and  be  actually  taken  up  out  of 

selected   and  assigned  to  duty  by  the   govern-  current    earnings,    in    order   to    keep    tlie    way 

ment;  and,  second,  the  offering  of  $3,035,226,-  clear  for  future  offerings.     The  banks  can  be 

850  by  the  people  in  response  to  the  govern-  of    great    assistance    in    distribution,    but    in 

ment's    call    for   subscriptions    to   an    issue   of  financing  a  great  war  it  is  necessary  to  enlist 

$2,000,000,000  of  3J^%  bonds.  the  co-operation  of  the   entire   population,    for 

The  registration  was  accomplished  so  quietly  financing  in  the  last  analysis  means  a  shifting 

and  readily  as  to  dispose  of  the  idea  that  any  °*  expenditures  from  peace  channels  into  war 

important  number  of  persons  were  disposed  to  channels,    and   this    shift   can    only   be   accom- 

challenge  it,  and  the  loan  was  a  splendid  sue-  phshed    as    the    people    themselves    undertake 

cess,  not  alone  in  the  fact  that  it  was  fifty  per  ^°  curtail   their  personal   expenditures   for   the 

cent,     over-subscribed,    but    especially    in    the  purpose   of   paying   money   into   the   Treasury. 

^^'li^h^J?^"^'""  5'''*^',"^f .    No  less  than  $1,-'  g^IU^h  and  Qerman  Loans. 

296,684,850  was  subscribed  m  sums  of  not  over 

$10,000,  and  $1,856,787,900  in  sums  of  not  over  It  is  of  interest  in  this  connection  to  review 

$100,000.      Even   these    remarkable    figures    do  the  loans  that  have  been  issued  by  the  British 

not   tell   the   full   story  of   small   contributions,  and  German  governments,  with  the  number  of 

for  most  of  the  large  subscriptions  were  made  subscribers  for  each. 

by    corporations    and    the    corporations    to    an  British  war  loans 

important   extent   are   owned   by    small    stock- 

111  Approximate                 Number  of 

noiaers.  Amounts                   Subscriber* 

The  precise  number  of   subscribers  has  not       First  war  io«n $1,750,000,000  Notsuted 

yet   been   ascertained,  but   the  preliminarv  an-  ^f  Z     I.'  ;;:;:::;::::;;    l'^^^!^             s.'iMo 
nouncement  indicates  that  it  exceeds  3.000.000, 
which   surpasses   the   first  loan   record   of  any 

„».  \  T^i  •       .  J-       I       »-r    •  Fi"«     *»«•     lo»n $1,120,000,000  1.177,000 

Other  country.     This  is  exceedingly  gratifymg,        second   "     "  2,250,000,000  2,69i;ooo 

because  it  gives  a  glimpse  of  the  great  resources  J^'^^     "      "::::;;;;::;:    |;g^g;g?S;8gS              sJ'moo 

behind  the  government  in  this  struggle.    It  shows        Fifth        "      ■■ 2,675,ooo|ooo  3,'809,ooo 

how  broad  is  the  support,  both  of  public  opinion  ^he  best  thing  about  it  is  the  demonstration 

and  of  financial  resources.  :  ..u     i,               ■,.       c                     1            1    ^1 

of   the   homogenity   of    our    people,    and    the 

Single  loans   running  into   the  bilhons  were  high  degree  in  which  they  possess  the  faculty 

unknown  until    this   war,   and  a  billion   dollars  „£  organization  and  co-operation.     Every  state 

rf^  tr.«'V"''f^''f  -^         ordinary  affairs  of  ^„^  sub-division  of  the  states  was  quickly  or- 

life  as  to  be  almost   incomprehensible.     After  •...,«•    ^                                       . 

the  success  of   foreign  governments  in   raising  8^^"'f '^^  ^>'  1°*^^'   ^^O""*'   ^   ""^^^^  ^^^  '"^^^ 

billions  it  was  to  be  expected  that  Uie  United  w"'^"   brought  home  to  each   person   the   rea- 

States  could  do  the  same,  if  the  people  were  sons   for  and  means  of  participation,  and  the 

aroused  to  the  necessity  for  individual  action,  response    was    remarkable    for    its    spirit    and 

but  grave  misgivings  were  felt  upon  this  point.  unanimity.     The  campaign   reached  its  highest 

The  rate  of  interest  would  not  in  itself  make  effectiveness  on   the   last  day  the  lists  were 

the  loan  attractive  to  the  average  investor   in  open,  and  there  is  every  reason  to  believe  that 

this  country,  and  there  was  apprehension   that  the  experience  gained  and  interest  aroused  will 

the  small  investor  might  think  any  subscription  be  turned  to  good  account  on  the  next  offering. 

Those  desiring  this  Bulletin  sent  them  regularly  will  receive  it  without  charge  upon  application 


It  is  particularly  gratifying  that  our  foreign- 
born  citizens  participated  in  the  campaign  as 
heartily  as  the  native-bom,  and  that  the  com- 
munities where  the  population  was  largely  of 
German  extraction  generally  made  as  good  a 
showing  as  others. 

The  Allotment. 

The  Secretary  of  the  Treasury  gave  notice 
when  the  announcement  was  made  that  no 
more  than  $2,000,000,000  would  be  accepted 
under  this  offering,  and  the  over-subscription 
therefore  necessarily  involves  a  scaling  down 
of  subscriptions.  From  every  standpoint  it  is 
desirable  that  this  scaling  shall  be  applied  to 
the  larger  subscriptions,  and  the  Secretary  has 
announced  the  allotment  as  follows: 

Amount  ToUl  Per  Cent  Total 

of    nibacrlptlon  SubwTlbed  Allotted  Allotted 

Up  to  anil  includ- 

inc    flO.OOO..     fl, 298,884,860       100%  tl,2»0,684,8&0 

Over  $10,000  and 
up  to  and  tncldr 

(100,000    680,108,060        80%  but  not 

leas  than 

flO,000  336,081,860 

Over  $100,000  and 
up  to  and  inclds 

$260,000    220,466,800        46%  but  not 

leaa  than 

$80,000  09,206,000 

Orer  $260,000  and 
up  to  and  inddff 

$2,000,000     ..  601,614,900        30%  but  not 

1  e  sa  than 

$112,600  184,381,600 

Orer  $2,000,000 
and   up   to   and 

Ind.  $6,000,000  234,644,300        26%  but  not 

lees  than 
$600,000  68,861,260 

Cr  $6,000,000  ft 
up  to  and  tncldf 
$10,000,000     .  4«,e74,160        21%  9,801,500 

$25.000,000 60,000,000        20.22%  10.110,000 

$26,260,000 26,260,000        20.17%  6,093.650 

Total    $3,036,226,860  $2,000,000,000 

The  subscriptions  by  Federal  reserve  dis- 
tricts compared  with  the  minimum  allotment 
informally  prepared  by  the  Treasury  depart- 
ment are  shown  below: 

Illnimum  Actual 

Diatrlct:  Allotment  Subscription 

Kew  York   1600,000.000  $1,188,788,400 

Boston 240,000,000  332,447,600 

rUIadelplila    140,000,000  232,309,260 

Olereland 180,000,000  286,148,700 

BIcfamond    80,000,000  lOii.737,100 

AtlanU 60,000,000  67,878,660 

Cliiear> 260,000,000  867,195,960 

St.   Louis    80,000,000  88,134,700 

Mlmwapalia 80,000,000  70,256, r.00 

Kanaaa  City    100,000,000  91,768,850 

Dallas   40,000,000  48,948.350 

San    rranctaco    140,000,000  176,623,000 

ToUl $2,000,000,000        $8,036,226,860 

As  a  result  of  cutting  down  the  large  subscrip- 
tions the  New  York  district  only  receives  $621,- 
218,000,  or  approximately  52  per  cent,  of  the 
amount  applied  for. 

Following  the  campaign  for  the  loan,  the 
campaign  to  raise  $100,000,000  for  the  Red 
Cross  scored  another  splendid  success,  with  an 
over-subscription  of  about  20  per  cent.,  fur- 
nishing additional  evidence  of  willingness  to 
meet  in  ample  measure  the  heavy  burdens 
which  the  war  must  entail. 


Value  of  National  Unity. 

The  spirit  of  unity  exhibited  in  the  United 
States  during  the  past  month  is  the  more  impres- 
sive because  of  the  contrast  with  the  confusion 
existing  in  Russia  and  China.  Both  of  these  great 
nations  have  seemed  to  be  on  the  verge  of  disso- 
lution through  sheer  want  of  knowledge  of  the 
practical  operation  of  democratic  institutions.  It 
is  not  strange  that  this  knowledge  should  be 
wanting  with  them,  for  it  can  be  gained  only  by 
experience.  No  theoretical  study  of  principles 
will  give  the  schooling  required  to  make  democ- 
racy a  working  success;  the  practical  touch 
comes  only  as  men  try  to  live  together  upon  terms 
of  amity  and  mutual  helpfulness,  and  learn  the 
essential  virtues  of  faith,  forbearance  and  com- 
promise. 

The  first  thing  to  be  learned  by  all  social  re- 
formers is  that,  as  a  primary  condition,  reforms 
must  be  accomplished  without  interrupting  the 
daily  business  of  life.  When  a  railroad  company 
wants  to  replace  an  old  bridge  with  a  new  and 
better  one  it  doesn't  tear  away  the  old  one  to  be- 
gin with  and  suspend  traffic  until  the  new  one  is 
constructed.  The  old  bridge  is  kept  in  use  un- 
til part  by  part  it  is  transformed  into  the  new 
one,  or  until  the  new  one  is  fully  ready  to  take 
its  place.  It  is  even  more  important  that  re- 
forms in  our  social  and  political  life  shall  come 
by  gradual  change  and  development. 

The  Russian  people  are  not  without  experience 
in  self-government;  their  village  governments 
have  afforded  a  good  degree  of  preparatorj- 
schooling,  and  it  is  evident  that  through  the 
Zemstvos  unions  and  the  Duma  a  very  tangible 
national  organization  for  the  expression  of  the 
popular  will  had  developed,  even  before  the 
dynasty  was  overthrown.  Nevertheless,  the 
change  from  tlie  rule  of  the  Czar  to  a  regime  of 
complete  freedom,  with  an  absolutely  new  book 
in  which  to  write  their  will,  and  with  no  restraints 
upon  discussion,  was  a  very  great  change.  It 
is  no  wonder  that  there  has  been  confusion  of 
tongues  and  of  purposes;  the  wonder  is  that  so 
great  a  degree  of  self  restraint  has  been  main- 
tained. An  American  associated  with  this  Bank 
in  Russia  in  a  letter  to  us  says : 

I  place  a  great  deal  of  faith  in  the  Russian  people 
and  in  their  good  sense.  The  days  of  revolution  in 
Petrograd  were  wonderful.  One  thing  especially 
raised  my  estimation  of  the  Russians  even  more  than 
the  wonderfully  well  conducted  revolution  as  a 
whole.  In  the  basement  of  the  building  where  I 
lived  were  stored  8,000  bottles  of  wines  and  vodka, 
the  property  of  the  house  owner  who  was  very 
wealthy.  The  soldiers,  common  privates,  learned  of 
this  cellar  and  poured  in  there  in  hundreds.  I  was 
absolutely  astonished  to  hear  them  smashing  all  of 
the  bottles.  Only  a  few  tried  to  take  some  away  and 
these  were  prevented  by  the  rest.  This  was  a  rev- 
elation when  you  consider  that  Russia  was.  before 
the  war  the  greatest  drinking  nation  on  earth.  Had 
not  the  other  stores  of  wines  and  vodka  in  various 
parts  of  the  city  been  similarly  treated,  Petrograd 
would  really  have  been  a  city  running  in  blood. 


The  utmost  sympathy  for  the  Russian  people 
in  this  crisis  is  felt  in  this  country,  and  in  all  the 
allied  countries,  mingled  of  coarse  with  concern 
that  the  new-found  liberty  shall  not  lapse  into 
mere  disorganization  and  anarchy,  rendering  the 
nation  incapable  of  constructive  effort,  and  end- 
ing, pKjssibly  in  civil  war.  Information  from  the 
best  sources  is  to  the  effect  that  there  is  no  prob- 
ability of  Russia  making  a  separate  peace,  but 
that  time  must  be  allowed  for  the  new  organiza- 
tion to  take  form  and  become  effective. 

Disorganizing;  Influences. 

After  all  is  said  that  may  be  in  self  congratula- 
tion upon  the  spirit  of  patriotism  manifested  in 
tliis  countrj',  the  spirit  of  disorganization  shows 
itself  often  enough  to  give  us  warning  that,  al- 
though kept  in  check  by  the  practical  sense  of 
our  people,  it  is  always  at  work  even  here,  an 
element  of  discord  which  impairs  our  strength 
and  efficiency. 

Freedom  of  discussion  is  fundamental  in  a 
democracy,  but  majority  rule,  and  a  loyal  accept- 
ance of  the  policies  of  the  government  when 
lawfully  determined,  are  also  fundamental. 
Democracies  cannot  live  and  serve  their  people 
unless  the  democratic  form  of  government  can 
be  made  effective.  Liberty  doesn't  mean  the  right 
of  a  minority  to  frustrate  the  will  of  the  majority 
or  weaken  the  nation's  power. 

Democracies  are  efficient  according  to  the  in- 
telligence of  their  people,  the  unity  of  purpose 
among  them,  and  the  degree  in  which  they  put' 
faith  in  each  other,  and  are  willing  to  compromise 
or  yield  in  honest  differences  of  opinion.  Where 
differences  occur  it  is  inevitable  that  there  must 
be  compromises  or  that  one  side  must  give  way, 
but  when  the  decision  has  been  made  the  nation 
is  entitled  to  have  its  full  strength  for  action.  It 
is  therefore  nothing  less  than  treason  to  counsel 
defiance  of  the  conscription  law  or  advise  against 
subscriptions  to  the  government  loans,  and 
especially  so  when  such  influence  is  exerted  by 
insidious  representations  that  the  war  has  been 
brought  on  by  secret  influences  or  for  unworthy 
motives.  Nothing  could  so  weaken  the  spirit 
of  unity  now  necessary  to  victory  as  the  insinu- 
ation, if  believed,  that  this  is  a  class  war, 
brought  on  by  rich  men  to  serve  their  purposes. 
The  qualifications  of  a  people  for  self  government 
may  be  judged  by  the  reception  they  give  to  such 
vile  assaults  upon  their  own  national  honor. 
There  can  be  no  effective  national  or  social 
organization  if  every  idle  and  malignant  sus- 
l)icion  or  rumor  affords  justification  for  dis- 
loyalty to  the  organization. 

Slanders  Against  Our  Allies. 

Next  to  charges  of  this  character  brought 
against  our  own  people  and  our  own  government 
are  to  be  classed  charges  equally  reckless  and  un- 
true against  our  allies,  alleging  or  insinuating 
that  their  purposes  are  other  than  what  they 
avow,  or  that  they  are  not  doing  their  full  part  in 


the  war.  Where  there  are  several  aUies  there  is 
opportunity  for  disorganizing  influences  to  work 
by  such  methods,  and  the  country  should  be  on 
its  guard  against  them.  A  Senator  of  the  United 
States  is  quoted  as  recently  lending  dignity  to  the 
charge  that  Great  Britain  was  holding  back  her 
own  armies  from  battle  in  order  that  the  losses 
might  fall  more  heavily  upon  her  allies.  That 
contemptible  slander  had  its  origin  early  in  the 
war  when  England  had  almost  no  army,  but  was 
imperilling  all  that  it  had.  We  are  near  enough 
to  Canada  to  know  the  efforts  which  that  colony 
is  making  for  the  British  cause,  and  none  know 
better  than  the  Canadians  what  the  armies  of 
England  are  doing.  The  casualty  lists  of  all 
British  forces  are  sufficient  to  refute  such  state- 
m.ents.  The  charge  implies  treachery  to  their 
own  colonies  and  to  their  own  troops  who  are 
dying  on  battle  lines,  as  well  as  treachery  to  the 
Allies.  Such  statements  would  be  too  puerile  to 
be  noticed  if  they  did  not  impose  upon  the  credu- 
lity of  men  who  occupy  stations  of  influence,  but 
when  given  such  sanction  they  become  as  dam- 
aging as  reinforcements  to  the  enemy. 

Sensational  Gossip. 

We  may  pass  beyond  the  statements  directly 
prejudicial  to  the  government  and  to  our  allies, 
and  refer  also  to  the  very  numerous  allega- 
tions of  a  sensational  nature,  the  effect  of 
which  is  to  impair  mutual  confidence  and 
create  dissension.  A  Senator  speaking  from 
his  desk  in  the  Senate  said  recently  that  he 
understood  the  profits  of  each  of  the  two  lead- 
ing beef-packing  establishments  last  year 
amounted  to  $125,000,000,  and  the  telegraph 
spread  the  statement  in  the  newspapers  of  the 
country  the  next  morning.  Now  the  reports 
of  the  two  leading  beef-packing  companies  for 
their  last  business  year,  had  been  printed,  dis- 
tributed to  their  thousands  of  stockholders  and 
summarized  in  the  financial  columns  of  the 
newspapers.  The  information  was  easily  ac- 
cessible, and  the  facts  are  that  the  profits  of 
the  concerns  referred  to  were  scarcely  one-sixth 
of  the  sum  stated.  No  doubt  the  Senator  was 
misled,  but  the  effects  were  the  same.  His 
case  is  only  an  example  of  others  in  high  places 
and  deplorably  numerous.  This  is  no  time  for 
responsible  men  to  give  currency  to  irrespon- 
sible statements  which  are  certain  to  create  ill- 
feeling.  The  fact  that  a  speaker  is  attacking 
what  he  believes  to  be  an  evil,  is  no  justifica- 
tion for  misrepresentation.  The  first  step  in 
dealing  with  any  condition  is  to  learn  the  real 
facts  about  it. 

The  same  comment  may  be  applied  to  a 
vast  amount  of  criticism  directed  at  the  gov- 
ernment itself,  including  Congress.  It  is  no 
time  for  recrimination  and  reckless  speech, 
which  undermines  the  confidence  of  our 
people  in  their  government  and  in  each 
other.  It  is  a  time  when  an  obligation 
rests  upon  every  one  to  inform  himself  upon 


what  he  is  talking  about,  and  to  give  his  in- 
fluence for  national  unity  and  effectiveness  in- 
stead of  for  disorganization. 

In  one  of  the  darkest  periods  of  the  Civil 
War  Mr.  C.  C.  Bond,  a  Chicago  lawyer  of  high 
character  and  a  friend  of  President  Lincoln, 
being  in  Washington,  called  upon  the  Presi- 
dent. Immediately  after  the  greeting  the  lat- 
ter said,  "Tell  me,  what  do  the  people  in  Illi- 
nois say  about  this  war?"     Mr.  Bond  replied: 

"Mr.  President,  you  remember  the  American 
House  at  Ottawa?"  (The  Supreme  Court  of  Illinois 
then  held  sessions  at  Ottawa.)  "I  was  down  there 
last  week  and  in  the  hotel  office  found  people  in 
groups  discussing  the  war.  I  approached  one  group 
where  a  man  was  gesticulating  and  talking  in  a  loud 
voice  about  gold  being  210  and  the  country  going  to 
the  devil.  I  saw  a  young  man  with  an  eager,  intel- 
ligent face  turn  on  the  speaker  and  say,  'Gold!  What 
do  you  know  about  gold?  I  don't  believe  you  ever 
saw  any;  I  don't  believe  vou  have  got  a  dollar  on 
you  now.  To  Hell  with  gold  ?  Pitch  in  and  help  win 
this  war,  and  save  the  country!'  Mr.  President,  I 
think  that  is  about  the  way  the  people  of  Illinois 
feel." 

Community  Interest  in  Efficiency. 

The  enormous  strain  upon  all  our  productive 
resources  at  this  time,  and  the  loss  to  all  where 
any  industry  fails  to  meet  the  demands  upon  it, 
offer  a  convincing  lesson  of  the  community  in- 
terest in  efficiency  everywhere.  It  is  obvious 
enough  now,  but  we  have  not  been  accustomed 
to  recognize  it,  or  at  least  to  act  upon  it.  If  an 
individual  was  inefficient,  we  have  simply  as- 
sumed that  it  was  his  own  fault  and  his  own 
loss,  and  of  small  concern  to  anybody  else,  al- 
though the  whole  community  suffered  by  his 
failure  to  contribute  as  he  might  to  the  com- 
mon welfare.  It  is  more  than  possible  that 
great  permanent  benefits  will  result  from  the 
co-operative  efforts  that  are  now  being  put  forth 
to  meet  the  war  emergency. 

The  work  that  county  committees  are  doing, 
surveying  agricultural  conditions,  finding  out 
precisely  what  help  each  farmer  is  needing,  if  he 
needs  any,  .studying  local  resources  and  planning 
for  increased  production,  is  work  that  ought 
never  to  cease.  These  committees  should  never 
he  discharged.  They  should  be  connected  up 
with  all  the  other  commercial  and  social  organ- 
izations so  as  to  be  representative  bodies  through 
which  all  the  energizing  and  constructive  forces 
of  the  community  can  work.  The  county  agent 
is  a  functionary  who  has  suddenly  assumed  great 
importance.  The  Agricultural  Commission  of 
the  American  Bankers'  Association  has  adopted 
the  slogan  "A  County  Agent  for  Every  Agricul- 
tural County,"  and  it  should  have  the  co-operation 
of  all  bankers  until  that  objective  is  reached. 
The  county  agent  is  an  effective  instrument  in 
the  hands  of  a  county  committee  composed  of 
leading  business  men,  and  his  influence  can  be 
multiplied  many  times  over  by  having  such  a 
committee  behind  him. 


Our  correspondence  with  local  bankers  in  re- 
cent weeks  has  brought  out  many  interesting 
suggestions.  The  Bank  of  Salem,  Indiana, 
wrote : 

We  have  made  arrangements  to  test  all  the  seed 
corn  used  this  spring  at  our  local  high  school,  and 
to  increase  the  acreage  of  corn  possibly  7,000  to 
10,000  acres.  And  with  the  seed  tested  and  favor- 
able wciithcr  we  will  increase  our  corn  crop  over 
1,000.000  bushels. 

The  idea  of  correlating  the  work  of  the 
schools  to  the  productive  work  of  the  community 
has  great  possibilities  in  it. 

The  Parkersburg  National  Bank,  West  Vir- 
ginia, says: 

In  this  county,  we  have  an  Agricultural  Agent  and 
his  work  among  the  boys  and  girls  has  been  very 
successful.  Our  bank  co-operates  with  this  agent 
and  gives  yearly  prizes  in  money.  Last  year  there 
was  inaugurated  a  pig  club,  in  which  the  bank 
agreed  to  take  the  boys'  notes  for  the  year  in  pay- 
ment of  the  pigs.  There  were  seventeen  members 
last  year  and  sixteen  pigs  were  brought  to  town, 
for  show,  in  the  fall.  This  year  there  will  be  sixty 
in  the  club. 

The  First  National  Bank  of  Las  Vegas,  New 
Mexico,  writes: 

For  the  last  two  years,  two  of  the  largest  whole- 
sale houses  here.  The  Charles  Ilfeld  Co.,  and  Gross- 
Kelly  &  Co.,  the  San  Miguel  National  Bank  and 
our  own  bank  have  formed  what  we  call  the  Inter- 
County  Seed  Distributing  Company.  We  four  have 
advanced  equal  funds  and  bought  seed  which  we 
have  furnished  to  all  the  farmers  in  the  counties  of 
San  Miguel,  Mora  and  Guadalupe,  that  desired 
them.  These  seeds  were  furnished  to  them  with- 
out any  cash  payment,  taking  their  notes,  payable  at 
the  end  of  the  harvest  time  with  the  rate  of  interest 
at  6%.  This  has  enabled  us  to  increase  the  land 
put  under  cultivation  in  these  three  counties  by 
over  100%. 

We  have  found  it  a  very  satisfactory  means  of 
helping  our  people  and  have  also  found  it  to  our 
benefit,  as  the  crops  raised  have  in  turn  brought  in 
considerable  foreign  money,  and  has  made  our  coun- 
try more  prosperous  for  the  past  year  than  it  has 
ever  been  before  in  our  history. 

The  Stone-Ordean-Wells  Company,  whoIe.<!ale 
grocers,  Duluth,  is  carrying  on  an  interesting 
experiment  for  supplying  its  employes  with  food 
products.  It  has  rented  an  80  acre  farm,  and 
enlisted  its  employes  to  do  the  farm  work.  The 
Treasurer  of  the  company  writes  us  as  follows: 

They  (the  employes)  will  do  the  major  portion  of 
the  work  involved,  and  divide  the  crop  produced  on 
the  basis  of  per  capita  enlisted.  I  am  studying  and 
watching  this  community  farm  with  a  great  deal  of 
interest,  believing  that  it  will  be  of  advantage  to 
our  men,  of  advantage  to  our  organization  and  gen- 
eral advantage  to  the  community  and  the  conditions 
that  have  confronted  the  public  for  the  past  year 
or  more.  It  is  only  one  of  many  steps  that  might 
be  taken  in  the  same  direction. 

Food  Distribution. 

The  question  of  providing  cheaper  food  for 
their  employes  is  interesting  the  managers  of 
industry  as  never  before.  It  has  been  driven 
home  to  them  in  the  last  few  years  that  an  in- 
crease of  wages  is  easily  nullified  by  an  advance 


of  living  costs,  and  it  is  apparent  that  the  cost 
of  many  foodstuffs  to  the  consumer  is  out  of  all 
proportion  to  what  the  producer  receives  for 
them.  In  the  case  of  perishable  products,  such 
as  fruit  and  vegetables,  the  actual  waste  by  decay 
and  condemnation,  and  because  of  glutted  mar- 
kets, is  a  disgrace  to  us  as  a  people.  It  is  un- 
necessary and  occurs  simply  because  the  problem 
of  distribution  has  never  been  attacked  in  com- 
prehensive fashion.  It  is  still  an  unorganized 
business,  in  about  the  same  state  it  was  fifty 
years  ago,  except  that  as  the  volume  becomes 
greater  the  confusion,  expense  and  waste  in- 
crease. 

The  Baird  Hardware  Company  of  Gainesville, 
Florida,  under  date  May  26th  write  us  as  fol- 
lows: 

We  fear  that  the  National  Government,  and  prob- 
ably yourselves,  are  not  familiar  with  Florida  con- 
ditions. We  are  growing  garden  crops  to  per- 
fection. In  forty  days  after  planting,  we  can  usually 
begin  shipping  nearly  anything  in  thai  line,  but 
this  locality  does  not  produce  sufficient  corn  or  crops 
that  can  be  saved  to  take  care  of  its  own  require- 
ments. 

At  this  moment  we  have  ready  for  shipment  beans, 
cucumbers,  beets,  carrots,  eggplant,  tomatoes,  world 
without  end,  and  it  is  utterly  out  of  the  question  to 
get  hampers  in  sufficient  quantities  to  move  more 
than  20%  of  the  crop  that  is  already  made.  The 
Agricultural  Department  has  had  people  here  urg- 
ing us  to  plant  gardens.  We  have  always  had  more 
gardens  than  we  knew  what  to  do  with. 

A  representative  of  this  bank  in  Texas  sent  us^ 
a  clipping  from  the  Dallas  Nervs  of  May  14th 
which  shows  the  situation  in  garden  products 
there  at  that  time.    It  says: 

A  meeting  of  all  commercial  truck  growers  and 
farmers  who  have  planted  extensive  acreage  in  food 
crops  has  been  called  by  C.  O.  Moser,  county  agent, 
for  this  morning  at  10  o'clock  at  the  Chamber_  of 
Commerce  and  Manufacturers'  Association  Building 
for  the  purpose  of  discussing  means  of  relieving  the 
truck  grower  from  existing  conditions. 

The  called  meeting  is  the  outgrowth  of  a  con- 
certed demand  by  growers  that  some  action  be  taken 
to  afford  them  a  market  for  the  products  they  have 
raised  to  meet  the  need  for  food. 

Many  growers  besieged  the  Chamber  of  Com- 
merce yesterday,  demanding  that  something  be  done 
to  afford  thcni  a  sale  for  their  products.  D.  L. 
Wier,  a  truck  grower,  said  the  vegetables  grown 
are  worth  more  at  present  as  fertilizer  than  they  are 
on  the  market 

"I  brought  a  load  to  town  yesterday  morning 
worth  at  least  $10  on  a  wholesale  basis  and  I  sold 
60c.  worth  of  it  The  remainder  I  carried  home  and 
fed  to  my  stock." 

One  farmer  called  for  John  R.  Babcock,  assistant 
to  the  president  of  the  Chamber  of  Commerce,  who 
was  out  He  told  the  person  who  answered  the 
telephone  that  he  had  a  wagon  load  of  fresh  vege- 
tables which  he  wanted  to  give  Mr.  Babcock  to 
avoid  wasting  them  by  throwing  them  away. 

This  was  at  a  time  when  vegetables  were  still 
luxuries  throughout  the  north,  and  were  being 
brought  in  train-loads  through  Texas  from  Cali- 
fornia.    It  is  evident  that  the  problem  of  dis- 


tributing food  stuifs  is  directly  related  to  the 

general  industrial  situation,  and  entitled  to  the 

attention    of    the    best    business    brains    in  the 
country. 

Industrial  Efficiency. 

A  well  known  engineer  who  is  an  expert  in 
industrial  practice  has  recently  gone  on  record 
with  the  opinion  that  the  industries  of  the 
United  States  on  an  average  are  not  realiz- 
ing over  20  per  cent,  of  their  possible  capacity. 

This  is  a  startling  statement.  If  it  is  true 
we  have  enough  productive  capacity  unused  to 
radically  change  the  living  conditions  of  our 
people.  The  amount  involved  in  our  wage 
controversies  is  insignificant  in  comparison. 
The  war  debts  would  cease  to  be  a  problem  if 
these  savings  could  be  realized,  and  capital 
for  revolutionary  developments  in  industry 
would  be  quickly  available.  He  says  that  we 
have  scarcely  begun  to  appreciate  the  gains 
that  are  possible  under  more  effective  organi- 
zation. Comparing  the  United  States  and 
Germany,  he  says : 

During  a  visit  of  a  body  of  engineers  to  Germany 
in  the  summer  of  1913,  to  study  the  industrial  con- 
ditions in  that  country,  many  of  us  were  convinced 
that  not  only  was  the  individual  efficiency  of  the 
American  greater  than  that  of  the  German,  but  in 
many  cases  the  amount  of  work  produced  per  dollar 
of  wages  paid  to  the  American  workman  was  even 
greater,  although  the  wage  rate  in  this  country  was 
at  least  30  per  cent,  higher  than  that  in  Germany. 

In  spite  of  this,  the  collective  or  co-operative 
efficiency  of  the  Germans  was  evidently  enormously 
greater  than  that  of  Americans.  The  German  Gov- 
ernment not  only  encouraged  co-operation,  but 
actually  forced  it;  while  we,  actuated  by  an  antique 
theory  of  democracy,  not  only  encouraged  individ- 
ualism, but  did  all  we  could  to  insist  upon  it,  with 
the  result  that  much  of  the  energy  of  our  com- 
munity was  being  dissipated  in  internal  friction. 

What  he  says  is  confirmed  by  the  policy 
adopted  by  the  government  commissions  at 
Washington.  In  their  efforts  to  obtain  greater 
efficiency  in  the  industries  they  have  practicallj' 
suspended  the  operation  of  the  Sherman  anti- 
trust law.  The  Supreme  Court  is  said  to  have 
concluded  not  to  decide  until  after  the  war 
whether  the  United  States  Steel  Corporation  and 
the  International  Harvester  Company  are  organi- 
zations in  violation  of  law  or  not,  and  meanwhile 
all  the  government  departments  and  commissions 
are  urging  the  industries  in  all  lines  to  get  to- 
gether and  accomplish  the  economies  which  the 
Steel  Corporation  and  the  International  Har- 
vester were  organized  to  accomplish.  This  is 
advantageous  no  doubt,  but  the  most  econom- 
ical industrial  methods  should  be  employed  in 
time  of  peace  as  well  as  in  time  of  war. 

The  suits  against  the  Steel  Corporation  and 
the  Harvester  Company  are  prosecuted  upon 
the  theory  that  these  concerns  are  so  large 
as  to  have  it  in  their  power  to  crush  competi- 
tion and  oppress  the  public,  but  the  lower 
courts  have  acquitted  both  companies  of  any 


such  policy.  The  law  officers  of  the  Govern- 
ment claim  that  it  is  enough  that  when  the 
companies  were  organized  they  possessed  such 
p<i\vers,  that  objectionable  use  does  not  need 
to  be  proven ;  and  in  one  case  the  lower  court 
has  sustained  this  view. 

The  government  is  convicted  by  its  own  tes- 
timony. The  responsibility  is  not  personal, 
and  the  various  branches  of  the  government  arc 
not  responsible  for  each  other,  but  the  com- 
mon sense  of  the  public  will  expect  the  gov- 
ernment, including  the  Congress,  in  the  long 
run  to  bring  its  various  activities  into  harmony 
with  each  other  and  into  harmony  with  sound 
economic  policy.  If,  by  cooperation  and  com- 
bination, economies  can  be  accomplished  so 
great  that  the  government  is  justified  in  put- 
ting that  policy  into  force  by  arbitrary  au- 
thority in  time  of  war,  it  should  be  possible  to 
accomplish  them  in  time  of  peace,  and  the 
law  should  be  modified  to  that  end,  while  con- 
tinuing to  protect  the  public  from  the  abuse  of 
power.  In  other  words,  the  law  should  be 
clearly  directed  at  unfair  practices  rather  than 
at  mere  size.  At  present,  if  the  interpretation 
of  the  prosecuting  officials  is  correct,  it  is  wholly 
repressive. 

Price  Regulation. 

The  discussion  over  the  various  proposals  to 
regulate  prices  gets  into  difficulties  when  it 
reaches  the  details.  What  are  fair  prices  and 
fair  profits?  A  percentage  basis  is  usually  as- 
sumed to  be  the  best  determination,  but  that 
ignores  all  diflferences  in  costs  and  efficiency 
among  producers.  General  Goethals  is  said  to 
have  rejected  that  basis  of  compensation  for 
shipbuilders  because  it  is  unscientific  and 
extravagant.  Under  it,  the  higher  the  costs  the 
larger  the  profits. 

It  is  a  recognized  principle  among  econo- 
mists that  the  price  of  a  commodity  at  any 
given  time  tends  to  be  fixed  at  a  level  where 
it  will  afford  a  working  profit  upon  that  por- 
tion of  the  market  requirement  which  is 
produced  at  the  highest  cost.  There  may  be, 
for  instance,  a  wide  range  of  costs  in  producing 
and  delivering  wheat  at  a  certain  market,  re- 
sulting from  diflferences  in  distance  from  mar- 
ket, fertility  of  soil,  efficiency  of  the  producers, 
etc.  The  price  is  the  same  for  all  wheat,  and 
must  be  high  enough  to  induce  the  continued 
production  of  the  highest-cost  portion  of  the 
required  supply,  but  as  the  supply  is  increased 
from  low-cost  sources,  production  on  the  mar- 
gin of  the  supply  is  no  longer  required,  the 
price  falls,  and  the  high-cost  producer  is 
eliminated. 

The  same  thing  occurs  in  all  lines.  There  is 
a  range  of  costs,  depending  on  the  location 
of  the  producer,  the  character  of  his  equipment, 
eflTicicncy  of  management,  etc.     One  producer 


may  be  up-to-date  in  methods  and  equipment, 
perhaps  the  last  in  the  field,  or  he  may  have 
turned  earnings  back  into  improvements, 
while  another  has  chosen  to  distribute  earn- 
ings in  dividends  with  the  result  that  the 
former  has  lower  operating  costs  than  the 
latter  and  correspondingly  higher  profits  when 
they  sell  at  the  same  price.  'I'hat  is  his  reward 
for  being  progressive  and  constitutes  the  induce- 
ment to  progress.  The  constant  tendency  in  in- 
dustry is  toward  improvement,  lower  costs,  and 
the  elimination  of  the  high-cost  producers.  The 
leaders  make  the  best  profits,  but  ail  improve- 
ments soon  become  common  property,  and  new 
leaders  are  always  making  the  pace. 

In  a  time  like  this  every  possible  source  of 
supply  is  brought  into  use.  In  the  iron  busi- 
ness, scores  of  old,  abandoned  furnaces  and 
mills  have  been  refitted  at  much  expense  and 
put  into  operation  upon  a  basis  of  costs  which 
would  have  been  prohibitory  at  any  other  time 
in  the  last  thirty  years,  and  when  the  war  is 
over  they  will  be  abandoned  again.  For  the 
time  being,  however,  they  are  needed,  and  prices 
must  be  high  enough  to  allow  them  to  work. 

Costs  and  Profits. 

The  same  is  true  in  other  lines.  There  are 
great  differences  in  the  costs  of  mining  coal, 
and  corresponding  diflferences  in  i)rofits.  As  a 
general  rule  in  the  manufacturing  industries 
the  fact  that  a  producer  enjoys  unusual  profits 
is  proof,  not  that  he  is  extortionate  in  his 
selling  policies,  but  that  he  is  a  leader  in  low 
cost  production,  and  therefore  rendering  a 
greater  public  service  than  a  competitor  whose 
j)rofits  are  less. 

If  it  is  true  that  our  industries  are  far  below 
llieir  possible  output,  and  that  not  only  indus- 
trial but  living  conditions  may  be  revolu- 
tionized by  bringing  the  average  up  to  the  level 
of  the  best,  the  public  cannot  aflford  to  dis- 
criminate against  efficienc}',  in  its  plans  for 
taxation  or  regulation.  Allowance,  indeed,  must 
he  made  for  war  conditions  and  necessities ;  taxa- 
tion cannot  be  scrutinized  as  critically  in  all 
its  bearings  as  in  time  of  peace;  it  is  true  that 
in  time  of  great  national  peril  the  government 
must  look  for  money  where  money  is,  and  that 
war-time  profits  are  not  to  be  judged  on  just 
the  same  basis  as  peace-time  profits.  But  it  is 
well  to  keep  an  understanding  of  sound  jirin- 
cii)les  even  when  they  must  be  compromised, 
and  this  is  particularly  true  in  view  of  the 
certainty  that  the  same  kind  of  taxes  will  be 
advocated  for  permanent  adoption.  A  graded 
scale  of  taxation,  increasing  with  the  ix;rcentage 
of  profit  in  industry,  is  unsound  in  i)rinciple, 
because  it  puts  a  handicap  instead  of  a  pre- 
mium upon  leadership,  and  penalizes  the  very 
methods  which  the  public  is  interested  in 
having  adopted.  It  is  neither  just  nor  according 
to  sound  public  ixjlicy  to  deny  to  the  eflRcient  pro- 
ducer the  (liflfereiice  betvveen  his  costs  and  those 


of  the  less  economical  producers  in  the  same 
line,  but  a  temporary  system  of  even  graduated 
taxation  upon  profits  is  preferable  for  its  sim- 
plicity to  a  complicated  system  of  government 
price  fixing. 

High  Prices  and  Productioo. 

High  prices  are  never  welcome  to  those  who 
have  to  pay  them,  but  it  is  a  great  mistake  to 
consider  only  their  immediate  and  uncomfort- 
able effects,  without  regard  to  the  conditions 
which  caused  them  or  the  part  which  high  prices 
play  in  correcting  those  conditions.  High  prices 
are  a  sign  of  scarcity,  the  only  real  remedy  for 
scarcity  is  increased  production  and  no  other 
agency  is  so  directly  effective  in  stimulating  pro- 
duction as  high  prices.  They  not  only  create  an 
inducement  but  they  supply  the  means  of  en- 
larging the  productive  operations. 

Efforts  to  increase  production  now,  in  every 
line,  must  be  made  upon  a  level  of  costs  that  is 
temporary  and  abnormal.  It  is  possible  to  largely 
increase  the  winter  wheat  acreage  this  fall,  but 
the  farmer  must  make  an  outlay  for  seed,  labor 
and  machinery  possibly  one  hundred  per  cent, 
above  normal  costs,  and  take  the  chance  of  prices 
a  year  from  now.  He  must  risk  his  investment, 
perhaps  go  in  debt  to  do  it,  but  we  want  it  done. 
Any  attempt  to  regulate  wheat  prices  which  deters 
producers  from  enlarging  the  area  in  cultiva- 
tion will  defeat  the  very  purpose  in  view. 

The  manufacturer  is  in  the  same  situation.. 
Much  is  said  of  the  large  nominal  profits  of  1916, 
but  it  is  not  always  understood  that  they  went 
largely  back  into  the  properties.  And  so,  if  pro- 
duction is  to  be  increased,  the  profits  of  1917 
must  be  liberally  used  to  the  same  purpose,  upon 
a  scale  of  costs  far  above  normal.  The  real 
value  of  these  profits  put  back  into  the  industries 
cannot  be  told  until  it  is  known  what  the  new 
facilities  are  worth  in  normal  times. 

The  Bethlehem  Steel  Company  is  an  exam- 
ple of  a  concern  which  has  profited  largely  by 
war  business,  but  more  than  the  total  of  such 
profits  has  been  put  into  increase  of  capacity, 
and  that  new  capacity  for  steel  and  ships  is 
precisely  what  the  country  most  needs  at  this 
time.  Our  interest  at  the  moment  is  in  having 
the  war  conducted  with  the  greatest  possible 
vigor,  for  if  the  end  can  be  hastened  we  will 
not  only  save  money  but  save  lives.  After  the 
war  the  replacement  value  of  Bethlehem's  new 
capacity  probably  will  not  be  one-half  its  bofik 
cost. 

The  level  of  prices  has  been  affected  the 
world  over  by  war  conditions  to  such  an  extent 
that  price  figures  no  longer  have  the  meanings 
with  which  we  arc  familiar,  but  most  discussion 
is  based  on  comparisons  with  old  standards. 
Prices  are  high  or  low  according  to  their  re- 
lation to  other  prices.  The  entire  table  of  com- 
modity prices  is  full  of  inter-relations,  chang- 
ing constantly.    A  leading  agricultural  journal 


presents  figures  to  show  that  even  at  the  very 
high  price  of  $16  per  hundred  weight  for  hogs 
the  farmer  is  not  getting  the  present  market 
price  for  the  corn  they  have  consumed.  In  the 
same  manner  the  prices  of  the  manufacturer's 
product  are  related  to  the  prices  of  materials, 
supplies  and  labor  entering  into  it. 

At  a  time  when  demand  exceeds  supply  prices 
are  a  natural  method  of  regulating  consumption 
and  of  diverting  demands  to  every  possible  sub- 
stitute. The  leading  statisticians  of  the  grain 
trade  are  agreed  that  the  high  prices  of  wheat 
during  the  past  year  have  reduced  consumption 
in  the  United  States  by  about  50,000,000  bushels 
as  compared  with  the  year  before.  This  does 
not  mean  that  people  went  hungry,  but  that  con- 
sumption was  shifted  to  other  foods  less  affected 
by  the  European  demand. 

Again,  rising  prices  perform  a  function  in  in- 
ducing more  economical  consumption.  The  paper 
situation  is  aggravated  by  the  shortage  of  labor 
to  cut  wood.  Not  enough  paper  is  being  made 
to  go  around,  but  the  use  of  cheap  print  paper 
has  been  profuse  in  this  country.  While  there  is 
serious  hardship  to  publishers  in  the  sudden  in- 
crease of  price,  the  fact  seems  to  be  that  there 
must  be  a  curtailment  of  consumption  some- 
where, and  that  is  being  accomplished  by  curtail- 
ing free  newspaper  circulation,  by  consolidation, 
etc.  Along  with  an  arbitrary  system  of  price- 
regulation  there  would  have  to  be  an  arbitrary 
system  of  distribution  to  determine  who  should 
have  the  goods  which  might  be  even  more  unsat- 
isfactory in  many  cases  than  to  let  higii  prices 
work  out  their  effect. 

It  cannot  be  too  often  repeated  that  in  time 
of  scarcity  the  emphasis  is  not  upon  prices  but 
upon  production,  and  policies,  should  center 
U])on  the  latter,  affording  inducement  and  stim- 
ulus, and  avoiding  the  creation  of  risks  and 
<lcterrents. 

Financial  Affairs. 

The  money  market  has  been  having  unparal- 
lellcd  demands  upon  it  during  the  last  month, 
but  with  the  help  of  the  facilities  of  the  Federal 
reserve  system  they  have  been  met  with  scarcely 
noteworthy  disturbance.  Income  taxes  and  pay- 
ments upon  the  government  loans  made  the 
transfers  from  the  banks  to  the  government  very 
large  and  the  pending  mid-year  interest  and  divi- 
dend payments  have  caused  a  temporary  tie-up 
of  funds.  I'inally,  the  continued  rise  of  prices 
has  made  more  money  and  bank  credit  necessary 
to  handle  the  country's  trade  and  the  slow  de- 
liveries of  freight  have  increased  the  volume  of 
open  transactions  and  accentuated  the  situation. 
As  a  result  of  this  combination  of  demands,  the 
reserves  of  the  New  York  clearing  house  banks 
fell  to  the  lowest  percentage  reached  since  the 
Federal    reserve   act   went  into   effect,   to   wit: 


$41,827,230.  with  $128,000,000  of  Treasury  de- 
posits, against  which  reserves  are  not  required.* 
To  keep  the  money  market  steady  the  banks 
have  availed  themselves  freely  of  their  privileges 
at  the  Federal  reserve  bank.  The  "bills  on 
hand"  of  the  latter  institution  were  $35,431,000 
on  June  1st  and  $220,032,000  on  June  22nd. 
The  grand  total  of  "bills  on  hand"  of  the  twelve 
Federal  banks  was  $154,964,000  on  June  1st 
and  $435,287,000  on  June  22nd. 

The  situation  was  also  supported  by  the  timely 
resumption  of  gold  shipments  from  Ottawa, 
aggregating  approximately  $100,000,000  between 
the  15th  and  Uie  28th.  This  was  pursuant  to  the 
well  known  purpose  of  the  British  authorities  to 
contribute  gold  from  time  to  time  as  needed  to 
stabilize  this  money  market,  and  aid  it  in  carry- 
ing the  heavy  volume  of  credits  which  this  coun- 
try has  undertaken  to  grant  for  the  prosecution 
of  the  war. 

Money  has  been  in  ready  and  ample  supply  to 
take  care  of  the  usual  needs,  but  rates  have  been 
higher.  For  time  money  a  6  per  cent,  rate  was 
established  until  after  the  payments  on  the  gov- 
ernment loan  on  the  28th  were  completed,  since 
when  there  has  been  an  easier  tendency,  ranging 
from  6  down  to  5.  The  call  market  has  ranged 
from  4  to  6  per  cent.,  closing  the  month  at  4  to  4>4 . 

Although  under  the  terms  of  the  Liberty  Loan 
only  20  per  cent,  was  required  to  be  paid  up  to 
this  time,  a  much  larger  proportion  has  been 
paid.  In  fact,  in  the  New  York  district  85  per 
cent,  of  the  full  amount  has  been  paid  into  the 
Treasury,  although  a  large  share  of  these  pay- 
ments represent  money  advanced  by  the  banks 
upon  the  security  of  the  bonds.  In  other  words, 
the  subscribers  have  borrowed  of  the  banks,  and 
the  banks  have  made  payment  to  the  Treasury, 
largely  in  the  Treasury  certificates  of  indebted- 
ness. The  exact  figures  of  payments  in  this  dis- 
trict to  and  including  June  28th  are  $146,902,280 
in  cash  and  $403,128,000  in  Treasury  certificates, 
a  total  of  $550,030,280  upon  the  total  allotment 
of  $621,218,600. 

The  Clearing  House  statement  of  June  30th 
reflected  the  operations  of  the  week  by  showing 
an  increase  of  $115,317,000  in  loans,  of  $63,995,- 
000  in  reserves  and  of  $62,987,000  in  surplus 
reserves.  Treasury  deposits  rose  from  $128,- 
067,000  to  $325,076,000.  The  gain  in  the  reserve 
surplus  was  due  to  the  fact  that  the  increase  in  loans 
represented  payments  to  the  government,  which 
were  re-deposited  and  did  not  require  legal  reserves. 

With  these  Liberty  loan  payments,  and  the 
other  financing  incidental  to  the  midyear  settle- 
ments out  of  the  way  the  market  can  look  for- 
ward to  several  months  of  routine  conditions, 
when  the  tendency  should  be  toward  liquidation 
and  comparative  ease,  although  cheap  money  is 
not  likely  to  be  seen  in  New  York  again  until 
the  war  is  over. 


*  Clearing  Houte  (Uteinent  June  23rd. 


A  new  factor  in  the  situation  is  borrowing  by 
railroads  to  finance  their  pressing  needs  for  sup- 
plies and  equipment.  The  bond  market  is  so 
unfavorable  that  they  cannot  afford  to  offer 
long  time  securities,  and  are  obliged  to  resort  to 
banking  accommodations. 

Federal  Reserve  Amendments. 

The  long  pending  amendments  to  the  Fed- 
eral reserve  act  have  been  adopted,  and  have 
gone  into  effect.  Nothing  now  counts  as  legal 
reserve  for  a  member  bank  but  a  credit  at  the 
Federal  reserve  bank  of  its  district.  For  the 
banks  in  the  three  central  reserve  cities  the  re- 
quired reserves  against  demand  deposits  are 
reduced  from  18  per  cent,  to  13,  for  the  reserve 
cities  they  are  reduced  from  15  to  10,  and  for 
all  other  members  they  arc  reduced  from  12 
to  7.  These  reductions  are  made  because  the 
banks  will  still  be  obliged  to  carry  for  their 
own  convenience  as  counter  cash  sums  equal 
approximately  to  the  amount  of  the  reductions. 
Since,  however,  cash  in  vault  will  no  longer 
count  as  Icpfal  reserve,  the  banks  will  be  natu- 
rally inclined  to  keep  only  what  is  necessary 
and  forward  the  balance  to  the  reserve  bank, 
and  it  is  expected  that  a  very  important 
further  concentration  of  gold  in  the  reserve 
banks  will  result.  It  is  calculated  that  these 
banks  will  gain  over  $300,000,000  from  this 
source,  and  further  gains  are  anticipated  by 
the  accessions  of  state  banks  to  the  system. 
Moreover,  as  there  will  be  less  reason  for  mem- 
ber banks  to  hold  on  to  gold  certificates  than 
heretofore,  it  is  believed  that  they  will  co-oper- 
ate to  withdraw  gold  certificates  from  circula- 
tion, forwarding  them  to  the  reserve  banks, 
and  substituting  Federal  reserve  notes  in  circu- 
lation. If  the  banks  will  join  in  this  movement 
several  hundred  millions  more  can  be  added  to 
the  gold  reserves  of  the  system.  It  is  very  de- 
sirable that  this  be  done. 

The  much  vexed  check  controversy  ended 
in  victory  to  the  Federal  reserve  board,  whose 
authority  over  exchange  charges  is  confirmed. 

It  is  expected  that  reserve  bank  branches 
will  be  established  at  an  early  day  at  Balti- 
more, Louisville,  Seattle  or  Portland  and  per- 
haps Spokane. 

The  supreme  court  of  the  United  States  has 
sustained  the  provision  of  the  federal  reserve  act 
which  authorizes  national  banks  to  perform  the 
functions  of  trustees  in  all  states. 

Qrowth  of  Reserve  System. 

When  the  Federal  reserve  system  was  in- 
augurated in  November,  1914,  the  member 
banks  were  given  three  years  in  which  to  trans- 
fer their  out-of-town  reserves  to  the  new  banks, 
therefore  the  last  transfer  was  not  due  until  No- 
vember next.  By  the  new  reserve  provisions  this 
transfer  is  required  at  once,  but  the  reserve  board 
has  given  notice  that  no  penalties  for  reserve  de- 
ficiencies will  be  imposed  until  after  July  15th. 
The  transfer,  however,  is  now  practically  complete. 
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The  growth  of  the  Federal  reserve  system  is 
shown  by  the  following  consolidated  table  of  the 
principal  items  of  the  statement  for  the  twelve 
banks,  on  the  dates  named. 

Tan.  8,  Jan.  7,  June  22, 

1915  1916  1917 

Total  gold  reserve* $232,353,000  $354,418,000  $813,252,000 

Total    cash    reserve* 250,550,000  367,306.000  848,932,001) 

Cash    reserve   with   agent..      14,676,000  199,690,000  390,765,000 

All   earning  assets 16,343,000  89,410,000  552,649,000 

Member  bank  reserves 267,389,000  407,244,000  806,209,000 

Government  deposits 15,101,000  495,807,000 

Federal     reserve     notes     in 

circulation    16,530,000  188,516,000  499,721,000 

New  York  Clearing  House  Banks. 

We  give  below  the  figures  for  the  principal 
items  of  the  statement  of  the  New  York  Clear- 
ing House  banks,  at  dates  named: 

Jan.  9,  1915  Jan.  8,  1916  June  23,  1917 

Loans $2,184,206,000  $3,254,190,000  $3,913,611,000 

Net  demand  deposits.  2,017,084,000  3,311,220.000  3,439,596,000 

Cash    reserve    337,582,000  503,679,000  295,111,000 

Reserve      in      depoai* 

tones 132,972,000  223,749,000  333,752,000 

Total  reserve   470.554,000  727,428,000  628.863,000 

Surplus  reserve   120,579,810  153,822,260  41,827,230 

It  win  be  seen  that  if  the  ca.sh  holdings  of  the 
Federal  reserve  bank  of  New  York  as  reported 
in  its  statement  for  January  8,  1915,  be  added 
to  the  cash  holdings  of  the  New  York  Clearing 
House  banks  on  January  9,  1915,  the  total  is 
$424,585,000,  while  on  June  22,  1917,  the  aggre- 
gate cash  holdings  of  the  same  institutions,  in- 
cluding the  reserve  bank's  share  of  the  gold 
settlement  fund  at  Washington,  and  its  gold 
with  foreign  agencies,  was  $711,983,000,  a  gain 
of  $287,398,000.  But  between  these  dates  more 
than  $1,600,000,000  was  imported  at  New  York 
from  foreign  countries.  This  goes  to  show  how 
mistaken  is  the  view  sometimes  expressed  that 
New  York  has  profited  more  than  other  sections 
of  the  country  by  these  importations  and  the 
great  volume  of  business  which  occasioned  them. 
These  gold  importations  have  come  in  pyyment 
for  the  products  of  the  country.  They  have  rep- 
resented imnien.<;c  ptirciiases,  at  high  prices,  of 
grain,  meat,  horses,  copper,  silver,  iron,  and  a 
great  variety  of  things.  Every  section  has  had 
its  share,  as  the  growth  of  bank  deposits  and 
bank  cash  will  show. 

General  Business  Conditions. 

General  business  conditions  must  be  consid- 
ered to  have  improved  in  the  last  month,  al- 
though strikes  in  the  copper  industi7,  with  a  de- 
mand for  $1.00  per  hour  and  a  six  hour  day, 
sound  like  an  echo  from  Russia.  The  most  im- 
portant feature  of  the  business  situation  just  now 
is  the  satisfactory  progress  being  made  by  the 
crops.  Although  they  had  a  late  start,  on  the 
whole  the  outlook  for  all  crops  has  seldom  been 
better  on  July  1  st  than  it  is  now.  There  are  few 
spot.'  in  the  country  at  this  writincr  where  a  good 
yield  is  not  promised.    If  the  promise  is  realized 

•  The  reserve  in  hands  of  the  agent  on  June  22  should  be 
a^ded  to  the  figures  of  gold  and  cash  reserves  to  obtain  the 
totala. 


we  should  have  lower  food  prices  during  the 
coming  year  than  in  the  year  past,  and  no  other 
single  factor  could  be  so  helpful  and  reassuring 
in  the  industrial  situation. 

The  volume  of  business  is  enormous,  and  on 
the  whole  increasing.  The  reactionary  symp- 
toms which  have  been  noted  in  some  quarters 
merely  represent  a  shifting  of  activity.  May 
building  permits  in  principal  cities  fell  off  over 
30  per  cent,  as  compared  with  May  of  last  year, 
but  inability  to  get  steel  and  other  materials  had 
more  to  do  with  it  than  even  the  high  cost  of 
materials.  The  automobile  business  has  been 
unfavorably  affected,  but  the  truck  business  has 
been  greatly  stimulated  and  aeroplane  construc- 
tion will  give  work  to  many  shops.  The  falling 
off  in  the  demand  for  sheet  steel  for  automobiles 
has  relieved  the  tin  can  manufacturers  and  can- 
ning industry  from  threatened  shortage. 

The  government  requirements  in  the  steel  in- 
dustry are  seriously  interfering  with  private 
business  and  have  caused  insistent  bidding  for 
pig  iron  and  steel  at  prices  that  have  seemed  to 
have  no  limit.  The  spectacular  figures  are  given 
more  importance  than  they  deserve,  as  they  re- 
late to  early  deliveries  and  apply  to  a  compara- 
tively small  volume  of  business.  The  steel  mills 
are  so  completely  sold  up  that  there  is  but  little 
product  or  capacity  available,  and  the  consumer 
who  is  trying  to  break  in  for  early  accommoda- 
tion has  a  hard  time  in  getting  his  wants  supplied 
at  any  price.  He  and  others  like  him  make  the 
prices  by  bidding  against  each  other,  and  in  des- 
perate efforts  to  find  some  manufacturer  who  can 
be  tempted  to  push  lower-priced  work  to  one  side 
to  serve  them. '  The  producers  of  steel,  oil,  coal 
and  copper  have  been  on  tenter-hooks  over  the 
price  situation  at  Washington,  which  has  gotten 
beyond  the  question  of  prices  upon  this  govern- 
ment's own  supplies,  and  now  includes  prices 
upon  supplies  for  foreign  governments  and  the 
general  market. 

The  Railroads. 

The  Federal  Trade  Commission  perpetrated  a 
surprise  by  submitting  a  recommendation  that  the 
government  take  over  the  railroads  and  operate 
them.  The  advantages  of  coordinate  operations 
are  already  secured  by  the  organization  of  the 
roads  under  the  management  of  a  committee  of 
the  most  experienced  railroad  men  in  the  coun- 
try and  as  the  Trade  Commission  does  not  pro- 
pose to  substitute  government  management  it  is 
not  evident  how  gains  would  be  accomplished. 

As  a  matter  of  fact  traffic  conditions  are  much 
improved,  although  still  far  from  satisfactory. 
The  output  of  the  country's  industries  has  been 
rapidly  increasing  while  the  physical  capacity 
of  the  railroads  is  practically,  for  the  time,  at  a 
limit.  Notwithstanding  the  fact  that  traffic  can- 
not be  handled  to  the  best  advantage  when  the 
terminals  are  congested  and  tracks  are  over- 
crowded, the  volume  of  freight  is  much  above 
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all  past  records.  The  earnings  are  proof  of  this, 
as  freight  rates  are  no  higher  than  a  year  ago. 
I'urthemiore,  these  liigher  earnings  are  made  on 
a  higher  proportion  of  low  class  freight.  The 
roads  handled  24  per  cent,  more  coal  in  May 
than  in  the  same  month  of  last  year,  and  tlie 
traffic  last  year  was  the  largest  on  record.  A 
showing  of  this  kind  is  not  one  of  incompetency 
or  failure.  The  princijial  railroads  have  ex- 
pended enormous  sums  in  the  last  fifteen  years 
in  tlie  enlargement  of  their  facilities,  but  the  ex- 
pansion of  the  country's  business  has  outrun  all 
calculations. 

Nobody  questions  that  the  railroad  situation  is 
critical.  It  is  more  critical  than  most  of  the 
critics  know.  They  easily  throw  the  blame  on 
the  railroad  managers,  but  tlie  latter,  who  have 
been  facing  rising  costs  on  the  one  hand  and  an 
unfavorable  money  market  on  the  other,  have 
been  up  against  the  real  problem.  The  railroad 
situation  has  needed  to  be  treated  on  a  very 
large  scale,  and  railroad  managers  have  not  had 
the  money  to  do  more  than  they  have  done. 

The  Intcr-State  Commerce  Commission  has 
denied  the  petition  for  high  freight  rates  on  the 
ground  that  earnings  have  improved  in  recent 
months  and  that  the  need  for  the  requested  ad- 
vance is  not  demonstrated.  The  decision  says 
that  if  net  earnings  had  continued  on  the  basis  of 
February,  higher  rates  would  have  been  neces- 
sary. Certain  advances  are  allowed  in  eastern 
territory,  but  the  horizontal  increase  is  suspended 
until  October  28th,  with  the  intimation  that  if 
the  situation  becomes  more  unfavorable  the  case 
will  be  considered  again. 

Inland  Water  Transportation. 

In  view  of  the  enormous  pressure  ujMjn  the 
railways  at  this  time,  the  Advisory  Commission 
of  the  Council  of  National  Defense  has  caused 
to  be  organized  a  Committee  upon  Inland  Water 
Transportation,  to  develop  so  far  as  practicable 
an  immediate  use  of  the  waterways  which  can 
be  utilized.  The  Committee  as  at  present  consti- 
tuted consists  of  Gen.  W.  M.  Black,  Chief  of  En- 
gineering, United  States  Army ;  George  E.  Bar- 
tol,  Philadelphia ;  Capt.  J.  F.  Ellison,  Cincinnati ; 
Joy  Morton,  Chicago;  J.  E.  Smith,  St.  Louis; 
Waiter  S.  Dickey,  Kansas  City,  and  M.  J.  San- 
ders, New  Orleans.  Other  appointments  are  to 
be  made,  but  tlie  Committee  organized  tempo- 
rarily by  electing  Mr.  Dickey  as  Chairman,  and 
Colonel  Keller,  of  the  U.  S.  Engineers,  repre- 
senting Gen.  Black,  as  Secretary. 

The  Committee  has  begun  with  steps  to  or- 
ganize for  the  movement  of  freight  on  the  Mis- 
sissippi River  and  its  tributaries  and  on  the  New 
York  barge  canal.  A  traffic  manager  for  the 
Mississippi  River  has  been  engaged,  and  the  co- 
operation of  the  important  cities  is  being  solicited 
for  the  support  of  barge  lines  between  New 
Orleans,  St.  Louis,  and  the  Twin  Cities.     The 


War  Department  has  placed  at  the  command  of 
the  public  in  tliis  locality  a  fleet  of  12  steel  barges, 
of  650  tons  displacement  each,  together  with  two 
towboats,  and  in  conjunction  with  the  St.  Louis 
Chamber  of  Commerce  is  negotiating  to  use  this 
fleet  for  carrying  coal  from  the  Illinois  fields  to 
the  Twin  Cities  and  iron  ore  as  return  freight  to 
St.  Louis.  Heretofore  these  materials  have  not 
been  carried  commercially  upon  the  upper  Mis- 
sissippi River,  the  efforts  therefore  constitute  a 
new  departure  and  there  are  many  practical  dif- 
ficulties which  must  be  overcome  before  the 
movement  of  freight  can  actually  start.  It  is 
believed,  however,  that  tlie  plans  are  approach- 
ing a  successful  culmination.  The  Committee 
has  established  an  agency  at  Cincinnati  for  the 
purpose  of  promoting  the  commercial  use  of 
the  Ohio  and  Tennessee  River,  and  will  soon 
have  an  experienced  traffic  man  in  that  field  to 
go  over  the  territory  and  aid  in  the  preparation 
of  such  plans  as  seem  advi.sable  in  the  light  of 
information  gained. 

Another  member  of  the  Committee  has  been 
engaged  in  investigations  in  regard  to  stimu- 
lating the  use  of  the  New  York  State  barge 
canal  and  of  various  sections  of  the  intra- 
coastal  route.  Plans  for  boats  are  under  way, 
and  the  co-operation  of  the  government  is  hoped 
for  in  securing  their  speedy  construction. 

The  studies  of  the  committee  have  developed 
many  difficulties  which  must  be  remedied  be- 
fore water  transportation  can  be  successfully 
maintained.  These  include  marine  insurance, 
towage,  suitable  terminals,  etc.  The  attitude 
of  the  railroads  toward  competing  water  lines 
has  been  the  subject  of  much  discussion,  and 
the  Executive  Committee  of  the  Special  Com- 
mittee of  the  American  Railway  Association 
has  issued  the  following  statement  to  all  rail- 
roads : — 

"The  position  of  the  railroads  regarding  commer- 
cial transportation  on  the  navigable  waters  of  the 
United  States  is  that  they  will  welcome  any  prac- 
ticable water  transportation  and  are  prepared  to 
co-operate  cordially  with  responsible  persons  or  cor- 
porations who  may  provide  such  water  transporta- 
tion, by  the  exchange  of  traffic,  the  assurance  of 
joint  through  bills  of  lading,  and,  if  necessary,  where 
conditions  justify  it,  by  joining  the  water  carriers  in 
the  building  of  tracks  to  connect  the  railroads  with 
the  wharves  and  landings  of  water  carriers." 

This  statement  has  been  extensively  circulated 
and  will  undoubtedly  serve  to  allay  the  fear  of 
some  who  might  otherwise  hesitate  to  divert 
business  to  the  waterways. 

Chairman  Daniel  Willard  of  the  Advisory 
Commission  to  the  Council  of  National  Defense, 
at  the  first  meeting,  said : 

"The  railroads  of  the  United  States,  operated  as 
one  system,  are  carrying  more  freight  tlian  ever 
before  in  the  history  of  the  country,  but  when  tlicy 
have  carried  traffic  up  to  100  per  cent,  of  their 
capacity  there  still  remains  IS,  2.'>,  perhaps  30,  per 
cent,  of  traffic  which  it  is  impossible  for  them  to 
carry  at  all.  When  conditions  are  normal  again, 
I  suppose  we  shall  be  competing  for  traffic  the  same 
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STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  JUNE  29,  1917. 
(In  Thousands  of  Dollars) 


RESOUEOKR 

Gold  coin  and  certidcates 

in  vault. 

Gold  Settlement  Fund 

Gold  with  foreien  agencies 

Total  Bold  held  by  banks 
Cold  with  Federal  Keserve 

Azents 

Gold  Redemption  Fund  . . 

Boston 

29.952 

47.357 

3.675 

N.Y. 

288.366 
34.902 
18.312 

Phlla.    CleVd 

30,169      23.938 
Sl.Ote      49.229 
3.675        4.725 

RIch'd 

6.353 

25.084 

1.837 

Atlanta 

7.731 
6.557 
1,600 

Chicago 

40.801 

45.652 

7.350 

SL  Louis 

11,407 
20.617 
2.100 

M'npl's 

14.092 
15.192 
2.100 

31.384 

21,578 
208 

Kas.City 

8,419 
30.582 
2.500 

Dallas 

10,000 
17.500 
1.838 

S.Fr'sco 

15.036 

23.078 

2,750 

Total 

484,264 
345.845 
52.362 

80,984 

22,460 
6C0 

339,5a) 

139.252 
5.250 

64,939 

33.603 
450 

77.892 

34,428 
49 

33,274 

7.372 
755 

14,783 

16.320 
272 

93,803 

83.003 
226 

34.124 

9.472 
196 

41.501 

14.830 
1,331 

29,338 

16.986 
143 

40,864 

24,388 
22 

882,471 

402.693 
9.402 

Total  Eold  reserves..    103.944 
Leeal  tender  notes.  Silver, 
etc 2.520 

484.082 
^8^534 

810.616 
78122 
102.587 

180.K18 
1J06 
5.294 

21  SO 

98.993 
1.285 

112,369 

308 

41,401 
198 

31,380 
645 

133,032 
3.447 

43,792 
S.358 

63.168 
114 

57,662 
208 

57,870 
6  570 
11.837 

46,467 
1,083 

65,274 
140 

1,294,566 
39.840 

Total  Reserves 106.484 

Billsbocchtinopenmark't    16.411 

130.2S0 

22.334 

9.087 

31,421 

549 

2Ma 
138 

112.B77 
tl.*.3 
11. K3 

20.498 

5.863 

1.891 
1.288 

41  593 

12.012 

_5^86£ 

17,910 

1.152 

1.989 
15 

32.025 
3,735 
1.850 

5,806 
698 

3.015 

1 

153,479 
18.118 
23.923 

47150 
6  713 
6,4n 

53.282 
10,189 
1.449 

11638 
1.857 
1.420 

47.550 

4.232 

623 

65.414 
8.981 
7.031 

1. 33!. 406 

197,242 

202.270 

Total  bill?  on  hand.. 
V.  S.  Govemmt  long-term 

33,184 
530 

47,011 

7,007 

2.986 
162 

11.181 

2.233 

1,414 
212 

17.407 

8.842 

4.284 
61 

4,906 

3,970 

1,430 
20 

16,012 

2,429 

5,828 
203 

399,512 
36,426 

U  S.Govemm't  short-term 
securities 

Municipal  Warrants 

Loans  on  (rold  coin  and 
bullion 

2.194 

34,302 
2,446 

Total  Eaminir  Assets 
Due  fr.  other  F.  K.  Bks.  net 
U  ncoUectcd  items 

I7,<0S 
16.924 

18,9m 

208.S2S 
4Z197 

42.197 

94.678 

3.323 

25,916 

29.238 

29.506 

1.048 

17.224 

18.276 

21.048 
1.423 

ujm 

9.SI9 
5.212 
10.668 

57.185 
9,845 
44.737 

15,073 
13.889 

14.915 
8.794 

8,794 

30.584 

2.436 

11.829 

10,325 

555 

6.256 

6.811 

100 
233 

24,472 
3,649 
14.4T7 

18,128 

404,536 
a  1.448 
221,705 

Total  deductions  from 

(?ros3  deposits 

5<  redemption  fund— F.  H. 

12.513 
118 

16.770 
40 

54.583 
368 

13.689 

1435 

400 
40 

223,153 
500 

Ail  other  resources 

799 

TOTAL  RESOURCES 

issja 

782.338 

164.194 

180  480 

75378 

57.164 

271.814 

76  .KS 

a.243 
9.272 

88.812 
8142 
1.212 

74,991^ 

2.469 
14,568 

29,154 
5,063 

103.158 

&.019 

108.012 

2,063.394 

LIAniLlTlES 

CapiUlPaid  in 

6  112 
46.804 

75.727 
13  OU 

»,oai 

44Z00T 
40Si> 

5.270 
40.164 

64.209 
24.697 

6.347 
17,254 

90.958 
13.025 

8.438 

12Jt6 

33.194 
9  547 

2,888 
5.948 

23  332 
ft  fun 

7.062 
80.028 

127473 
15,315 

S.168 
13,547 

53.419 

6.748 

2.756 
16.274 

23,370 
3.620 

3.962 
33,999 

43.806 
4,348 

57,176 
300,988 

1.033.460 
149,627 

Government  Deposits 

Due  to  members  -reserve 

nccount 

Collection  items 

Due  to  other  F.  R.  Bk's  net 

Total  Gross  Depodts  . . . 
F.  H.  Notes  in  actual  clr- 

133.482 
24.630 

257 

S41.S7S 
207.1T2 

I.72S 

118.160 
39.704 

280 
161.194 

121,235 
32.918 

83 

56.068 
18,784 

35.918 
18.847 

202.818 
81,734 

S5.438 
17.2S7 

4 

48.788 
23,n2 

41 

73.714 

26,343 

181 

43,164 
19.100 

82,150 
21,728 

172 

1,483,953 
508,807 
934 
2,524 

F.  R.  Bank  Notes  in  circu- 
lation net  liahilitT 

AU  other  I.iabilitiPB  Incl. 
Foreign  Govern'!  credits 

TOTAL  LIABILITIES 

163.361 

782.338 

180.480 

75  278 

67.164 

271.814 

75.823 

74.991 

103.168 

65,019 

108.012 

2,053  J94 

(a)  Total  Reaerre  notes  In  circulation.  508.807 

(b)  Difference  between  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  1,448 :  The  Gold  Reserve  against 
net  deposit  Liabilities  is  89.91;  Gold  and  lawful  money  reserve  sEainst  net  deposit  liabilities  73.1i(.  Gold  Reserve  against  Federal 
Reserve  Notes  in  actual  circulation.  81  Ot. 

(e)  Bills  discounted  and  bougfat;  municipal  warrants:  1—15  days  172.174:  16-30  days  64,886;  31-80  days  91,472:  61—90  days  71,468;  over 
W  days  4.98a    ToUl  401.968. 


as  we  have  done  in  the  past,  but  I  can  assure  you 
that  so  long  as  the  war  lasts,  the  railroads  of  the 
United  States  will  co-operate  to  the  fullest  possible 
extent  with  the  waterways  of  the  country  in  order 
that  the  needs  of  the  country  may  be  served." 

The  conditions  are  far  more  favorable  for 
giving  a  profitable  volume  of  business  to  water 
carriers  than  ever  before,  and  results  of  perma- 
nent benefit  may  come  from  this  effort.  The 
interest  and  co-operation  of  shippers  is  invited. 

Bond  Market  Conditions. 


The  general  bond  market  has  been  in  a  state 
of  lethargy,  due  to  the  absorption  of  all  interest 


in  the  Liberty  Loan.  The  prices  of  the  outstand- 
ing United  States  issues  naturally  have  been  de- 
pressed, and  particularly  those  not  possessing  the 
circulation  privilege.  A  few  days  before  our 
declaration  of  war  the  Panama  3s  sold  as  high 
as  103^  and  sales  have  since  been  made  as  low 
as  87.  This  is  mainly  because  these  bonds  do 
not,  like  the  Liberty  Loan,  have  the  privilege 
of  conversion  into  any  issue  of  higher  rate  which 
may  be  offered.  The  profits  upon  bank  circula- 
tion based  upon  either  the  2s  or  4s  are  the  highest 
they  have  ever  been,  being  about  $1,800  and 
$1,300  respectively  on  every  $100,000  of  circula- 
tion issued. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"City  BanK  Service." 


THE  Liberty  Loan  is  an  accomplished  success.  The 
Red  Cross  subscriptions  far  exceed  the  request  for 
$100,000,000. 

The  investors,  the  public  spirited,  the  frugal  and  thrifty- 
citizens  of  this  country,  probably  more  than  3,000,000 
of  them,  have  come  to  the  support  of  the  nation  in  war. 

Home  industries,  transportation,  public  utilities  and  our 
,  cities  and  states  must  also  secure  funds  to  meet  chang- 
ing conditions  and  financial  obligations. 

A  marked  fall  in  bond  prices  has  taken  place  since 
January  of  this  year.  In  loaning  funds  through  the 
purchase  of  bonds,  the  corresponding  increase  in  the 
yield  from  the  investment,  makes  present  prices  seem 
attractive. 

Our  list  B-58  showing  changes  will  be  sent  upon  request 


TrntLADKLraukt  Pa. 
1421  ChMUul  Su 

rrmvoiicii.  Pa. 
Fumcn  B<nk  Bide. 

WuxcA'Baiiiie,  Pa. 
Miner*  Bank  Bid;. 

PORTtAI*D,  OmE. 

Raibvaj'  Eirhangs  Bldf. 


The  National  City  Company 

National  Gty  Bank  Building.  New  York 
CORRESPONDENT  OFFICES 


Boston.  Mam. 
10  Slato  Street 

Alra?vt.  N.  Y. 
Douw  Bldg. 

Kaksaa  City,  Mo. 
Republic  Bldg. 

Atukta,  Ca. 
Tni»t  Co.  of  CMrfia  BIdg. 


BALTIUOBr,  Md. 
Munftejr  BIJg. 

BtrrALO.  N.  Y. 
M«noe  Batik  Bltlg. 

SCATTLt.  W*S«. 

Hoge  Bld|. 

Los  Ancklxs,  Cal. 
Hibemtsn  BIdg. 


CmcAco,  Itx. 
137  So.  U  SaUe  St. 

Clxtkland.  Omo 

Guardian  BIdg. 

MiKncAPOLis.  Minx. 
McKoighi  Bldg. 

St.  Louu,  Mo. 
Bank  of  Commerce  Bldf. 


San  Fkahcisco,  Cau 
<2A  Caiifomia  St. 

DsntoiT,  Mich. 
Dime  Bank  Bldg. 

WAaHMCTo-*,  n.  C. 
741.l5ih  St.  N.  W. 

Denyer.  Colo. 
Firit  Natl.  Bank  Bldg. 


London,  Eye.  3  Lombard  Sir*ci 
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The  War. 

THE  situation  in  Russia  continues 
to  afford  an  object  lesson  in  social 
philosophy  and  evolution.  In  the 
absence  of  an  effective  govern- 
ment the  aggressive  movement 
gallantly  led  by  Kerensky,  failed  of  support, 
and  the  influences  for  disintegration  again 
obtained  the  upper  hand.  The  situation  has  been 
extremely  critical,  but  in  the  last  extremity 
history  repeats  itself.  The  common  sense  of  a 
people  recognizes  sooner  or  later  that  there 
must  be  order  and  government  in  society;  and 
when  wrangling  assemblies  do  nothing  public 
opinion  turns  instinctively  to  some  one  man 
strong  enough  to  be  the  leader  and  to  dominate 
the  situation.  In  this  manner  society  evolved 
its  primitive  forms  of  government,  and  in  the 
presence  of  anarchy  it  goes  back  to  first  prin- 
ciples. It  is  an  informal  choice,  and  the  powers 
granted,  or  assumed,  are  sweeping.  Theories 
of  individual  equality  are  laid  aside,  and  yet 
the  principle  of  action  is  fundamentally  sound, 
for  the  purpose  is  to  obtain  unity  in  the  state. 
If  there  is  no  escape  from  anarchy  except  by  a 
Dictator  the  most  democratic  society  will 
choose  the  latter.  The  will  of  one  man  leading 
to  action  is  preferred  to  interminable  debate 
while  the  nation  drifts  to  ruin.  If  the  man 
chosen  can  command  the  confidence  and  sup- 
port of  the  country,  and  has  the  qualities  for 
the  emergency,  disorder  and  treason  will  be 
suppressed  and  the  nation  will  be  united  to 
face  the  perils  which  threaten  it.  The  friends 
of  democratic  Russia  will  look  anxiously  on  to 
see  whether  Kerensky  is  able  to  accomplish 
the  stupendous  task  which  seems  to  depend 
upon  him. 

Meanwhile,  in  this  country,  the  I.  W.  W.,  an 
organization  professing  devotion  to  industrial 
democracy,  has  succeeded  in  precipitating  sev- 
eral communities  into  a  state  of  chaos  similar 
to  that  existing  in  Russia.  Industrial  democ- 
racy, like  political  democracy,  is  a  very  de- 
sirable thing  to  work  for  in  a  constructive 
manner.  Nothing  can  keep  the  masses  of  any 
country  from  such  participation  in  both  the 
political  and  industrial  management  as  they 
are  qualified  to  exercise  to  their  own  advan- 
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tage,  but  the  leadership  of  the  I.  W.  W.  in  in- 
dustry would  be  just  about  as  effective  as  the 
leadership  of  the  Leninites  in  Russia. 

The  upheaval  in  Germany  which  accom- 
plished the  overthrow  of  the  Chancellor  has 
served  only  to  demonstrate  the  strength  of 
the  reactionary  element  which  has  so  long 
dominated  the  country.  There  are  promises 
of  electoral  reform  in  the  future,  but  the  liberal 
element  in  Germany  looks  for  nothing  of  prac- 
tical value  from  the  new  administration. 

Greece  at  last  is  definitely  into  the  war  as 
an  ally  of  the  entente  powers.  Siam  has 
ranged  itself  on  the  same  side.  Argentina  and 
Uruguay  are  showing  a  most  hospitable  and 
friendly  spirit  for  the  American  naval  fleet  now 
in  their  waters.  The  moral  influence  of  the 
whole  world  is  uniting  against  Germany,  and 
eventually  must  make  itself  felt  within  that 
country. 

General  Business  Conditions. 

General  trade  has  slackened  somewhat,  as  is 
usual  in  mid-summer,  but  there  is  no  let-up  of 
activity  in  the  industries,  and  no  prospect  of 
any.  Labor  difficulties  are  the  most  disquiet- 
ing feature  of  the  situation.  The  I.  W.  W.  has 
been  successful  in  temporarily  paralyzing  the 
copper-mining  industry  in  Montana  and  Ari- 
zona and  the  lumber  industry  in  the  Pacific 
northwest.  The  labor  situation  is  the  source 
of  much  anxiety  because  all  the  industries  are 
interdependent,  there  are  no  stocks  of  ma- 
terials, and  a  shut-down  in  one  industry  forces 
curtailment  or  suspension  in  others.  The  na- 
tion is  put  to  a  supreme  trial  of  its  strength, 
and  its  strength  is  dependent  upon  the  loyalty 
and  patriotism  of  its  people  in  all  walks  of  life. 
Fortunately  crop  prospects  give  encourage- 
ment to  the  hope  that  the  cost  of  living  will  b" 
less  this  coming  winter  than  last. 

The  efforts  of  government  officials  to  con- 
trol prices  not  only  to  the  government  but  to 
the  general  trade, have  beena  prominent  feature 
of  the  situation,  and  have  had  some  effect  in 
influencing  buyers,  particularly  in  the  steel 
trade,  to  hold  off  on  purchases;  but  for  months 
steel  producers  have  had  little  to  sell  except  for 
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far-ofT  deliveries.  The  outstanding  fact  of  the 
stcci  situation  is  that  the  mills  are  crowded  to 
their  capacity  and  there  is  no  prospect  of  a 
relaxation  of  the  pressure  upon  tlicm  while  the 
war  lasts.  They  are  loaded  up  with  govern- 
ment business  and  declining  private  orders, 
although  trying  as  best  they  can  to  take  care 
of  regular  trade.  There  is  a  great  congestion 
of  private  business,  and  where  so  many  people 
are  wanting  a  commodity,  willing  to  pay  high 
prices  to  get  it,  and  trying  to  outwit  each  other 
in  getting  it,  prices  inevitably  rise.  It  is  not 
a  pleasant  situation  to  contemplate,  and  pros- 
perity certainly  is  not  the  word  to  describe  it, 
but  on  the  other  hand  it  is  incorrect  to  repre- 
sent producers  as  holding  up  the  market  or 
exacting  a  price. 

It  has  been  a  runaway  situation,  with  the 
market  made  by  buyers,  in  the  same  manner 
that  the  wheat  market  is  made,  and  costs  are 
under  similar  influences.  Millions  are  being 
expended  without  regard  to  expense  to  en- 
large the  steel  and  iron  capacity  to  supply  the 
demand.  At  the  moment  it  looks  as  though 
the  high  prices  and  uncertainty  of  deliveries 
had  put  on  effective  check  on  demand,  and 
some  weakening  of  prices  is  noticed ;  but  it 
should  be  remembered  that  quotations  in  re- 
cent months  have  signified  but  little  as  to 
actual  prices  upon  the  bulk  of  production. 
Building  operations  in  which  steel  is  required 
have  been  brought  almost  to  a  standstill,  so  far 
as  new  work  is  concerned,  and  if  this  attitude 
is  maintained  by  the  public  generally,  a  few 
months  will  bring  about  a  readjustment  of 
prices  on  a  more  practical  basis.  After  all 
theorizing  upon  price  control,  the  fact  remains 
clear  that  the  most  effective  way  of  holding 
down  prices  is  by  having  the  buyers  who  can 
do  so  postpone  their  purchases.  All  the  moral- 
izing in  the  world  will  not  keep  down  prices  in 
a  free  market,  when  consumers  are  bent  upon 
getting  the  goods  away  from  each  other.  If 
consumption  was  not  curtailed  by  high  prices 
it  would  have  to  be  arbitrarily  curtailed  by  a 
selected  distribution.  The  American  public 
must  reduce  its  competition  with  the  govern- 
ment for  the  materials  that  are  required  for 
war  use. 

The  government  is  going  ahead  with  con- 
tracts in  many  lines,  notably  for  aeroplanes, 
motor  trucks,  and  miscellaneous  supplies,  and 
it  is  reasonable  to  expect  that  a  fair  basis  of 
compensation  will  be  reached  upon  all  com- 
modities. 

The  probability  is  that  the  industries  and 
the  government,  as  they  work  together  for 
results,  will  come  to  a  better  understanding. 
The  business  men  and  engineers  who  have  been 
called  to  Washington  are  rendering  inestima- 
ble service.  In  providing  for  the  supply  of 
trucks  the  manufacturers  have  agreed  to  lay 
aside  their  own  patterns  and  to  all  build  a 
standardized  truck,  so  that  all  parts  will  be 


interchangeable.  The  same  thing  will  be  done 
upon  the  aeroplanes,  so  that  any  number  of 
factories  can  run  on  them.  A  new  standard 
engine  has  been  designed,  known  as  the  United 
States  engine,  which  the  experts  do  not  doubt 
will  be  equal  to  any  engine  now  made,  and  it 
will  be  used  in  all  aeroplanes.  The  energy 
and  genius  of  American  business  is  enlisted  for 
the  war,  and  the  resources  of  American  in- 
dustry are  unreservedly  at  the  government's 
command. 

The  transportation  situation  is  much  better, 
and  the  railroad  committee  at  Washington  is 
constantly  developing  its  scheme  of  harmo- 
nious operation,  but  the  volume  of  traffic  is 
beyond  all  records,  and  an  expansion  of  all 
facilities  is  very  much  needed. 

Ck)st  of  The  War. 

The  Secretary  of  the  Treasury  has  sub- 
mitted supplemental  estimates  to  Congress 
showing  that  appropriations  for  the  war  will 
have  to  be  largely  increased  over  the  original 
figures.  The  aggregate  for  all  government  ex- 
penditures for  the  year  ending  June  30,  1918, 
is  now  calculated  at  $10,735,000,000,  not  in- 
cluding loans  to  allies.  The  plans  for  war 
operations  have  been  enlarged,  and  the  ship- 
building program  will  call  for  a  large  sum. 
More  money  will  be  required  also  for  loans  to 
allies. 

These  rapidly  increasing  demands  must  be 
accepted  as  inevitable,  and  with  the  reflection 
that  there  is  no  economy  in  dallying  with  the 
business  of  war.  Every  effort  that  can  be 
effectively  made  should  be  put  forth  as 
quickly  as  possible,  and  the  American  people 
must  adjust  their  affairs  to  support  this  policy. 
The  sums  to  be  raised  are  enormous  as  com- 
pared with  all  previous  financing,  but  it  is  easy 
to  show  that  they  are  not  beyond  the  resources 
of  this  people.  The  best  way  to  measure  these 
requirements  is  not  by  comparing  them  with 
estimates  of  the  national  wealth,  as  though  that 
was  to  be  diminished  year  by  year  until  pos- 
sibly all  was  extinguished,  for  in  fact  the  na- 
tional wealth  is  not  going  to  be  diminished. 
The  wealth  of  the  United  States  will  be  greater 
a  year  from  now  than  it  is  now,  and  still  greater 
at  the  end  of  each  succeeding  year.  Improve- 
ments will  go  on,  not  so  fast  perhaps  as  in  time 
of  peace,  but  houses  will  be  built,  farms  will  be 
improved,  industrial  equipment  will  be  in- 
creased and  savings  will  grow.  This  is  true  in 
greater  or  less  degree  even  in  the  countries 
that  have  been  at  war  for  three  years. 

These  expenditures  will  not  be  made  out  of 
the  accumulations  of  the  past ;  they  will  repre- 
sent new  demands  upon  our  productive  ca- 
pacity, and  our  problem  is  to  reduce  ordinary 
consumption  or  increase  production  accord- 
ing'y.  Men  will  he  withdrawn  from  the  indus- 
tries for  the  army  and  navy;  we  will  have  to 


get  along  without  them,  as  Canada  is  getting 
along  without  500,000  from  a  population  of 
about  8,000,000,  and  as  Great  Britain  is  doing 
without  5,000,000  out  of  a  population  of  45,000,- 
000.  The  demand  for  equipment  and  materials 
will  draw  most  heavily  on  the  steel  industry, 
requiring,  it  is  estimated,  as  much  as  30  per 
cent,  of  its  capacity  for  government  orders,  in- 
cluding those  of  foreign  governments.  Men 
must  be  withdrawn  from  other  work  to  make 
munitions,  build  aeroplanes,  motor  trucks  and 
other  war  supplies,  and  to  build  merchant 
ships.  There  is  also  a  great  amount  of  work  to 
be  done  which  indirectly  contributes  to  the  war 
work,  such  as  the  mining  of  coal  and  copper, 
transporting  men  and  supplies,  all  of  which  will 
be  paid  for  from  the  war  funds.  In  the  last  an- 
alysis the  cost  of  the  war  is  for  labor  drawn 
from  the  ordinary  avocations,  and  the  cost 
Should  be  met  by  curtailing  private  consump- 
tion to  release  that  labor.  In  other  words  our 
savings  should  match  the  government's  spend- 
ings,  and  when  we  grumble  about  high  prices 
we  should  remember  that  they  stand  for  the 
law  of  supply  and  demand  working  out  pre- 
cisely this  result.  High  prices  signify  a  persis- 
tent determination  to  have  things,  regardless  of 
the  new  demands  that  have  arisen.  It  is  a  part 
of  the  war  task  for  each  individual  to  do  his 
part  toward  reducing  the  demand  for  every 
article  upon  which  prices  are  high,  and  toward 
increasing  the  supply.  It  is  not  a  question  of 
an  individual's  ability  to  buy;  it  is  his  duty  to 
turn  every  dollar  of  possible  purchasing  power 
over  to  the  government,  and  to  reduce  his  de- 
mands on  the  market  to  correspond.  The  one 
act  is  the  complement  of  the  other. 

Much  of  this  increased  consumption  can  be 
met  by  increased  efficiency  in  the  industries. 
The  difference  in  results  between  ordinary  pro- 
duction and  production  stimulated  to  the  limit 
of  capacity,  with  every  available  man  and 
woman  employed,  is  very  great,  and  there  is 
great  stimulus  to  the  use  of  every  labor-saving 
process. 

Food  Prodactlon  Most  Important. 

There  is  no  other  field  in  which  so  much 
may  be  done  to  ease  the  pressure  of  war 
conditions,  and  to  enable  the  masses  of  the 
people  to  make  the  contributions  they  would 
gladly  make  if  within  their  power,  as  in  the 
field  of  food  production  and  distribution.  The 
demands  of  the  other  industries  draw  con- 
stantly upon  farm  labor.  The  farmer  labors 
faithfully,  but  under  many  difficulties,  and 
there  is  a  gap  between  him  and  the  consumer 
which  has  not  been  scientifically  bridged.  In 
the  face  of  a  great  production  of  perishable 
products  this  year,  prices  have  been  high  and 
there  has  been  an  enormous  wastage,  because 
there  is  no  adequate  system  for  the  handling 
and  distribution  of  such  products.  Much  has 
been  done  this  year  by  community  organiza- 


tion to  safeguard  the  supply  of  food,  but  more 
should  be  done  in  the  future. 

We  give  the  following  extract  from  a  letter 
by  Mr.  John  H.  Frye,  President  of  The 
Traders'  National  Bank  of  Birmingham,  Ala- 
bama, because  of  its  suggestive  character: 

Following  the  President's  Proclamation  in  April  last, 
a  committee  was  formed  here  to  inaugurate  a  campaign 
for  greater  food  production  in  this  section  of  Alabama, 
and  we  have  sought  to  secure  the  co-operation  of  farm- 
ers, merchants,  fertilizer  concerns,  and  banks,  in  the 
effort  to  influence  the  production  of  larger  crops,  and  to 
conserve  them.  We  have  been  very  much  pleased,  in  the 
past  few  days,  by  an  announcement  from  the  Federal 
Department  of  Agriculture,  to  the  effect  that  estimates 
of  the  Department  show  that  Alabama  will  make  this 
year,  over  1916,  a  larger  gain  in  grain  production  than 
any  other  Southern  State. 

Noting  your  reference  to  perishable  crops,  such  as 
vegetables,  would  say  that  our  committee  has  sought 
by  every  means  to  secure  the  co-operation,  both  of 
communities  and  families,  in  making  provision  to  can 
perishable  crops.  We  have  sought  to  encourage  this, 
both  on  a  domestic  and  on  a  commercial  basis.  It  may 
be  of  interest  to  know  that  a  large  canning  company 
here  has  agreed  to  can  vegetables  on  a  toll  basis.  By 
this  means,  the  producer  has  the  option,  not  only  to 
sell  his  crop  at  market  prices,  but  to  have  it  canned. 

This  campaign  for  food  production  has,  of  course, 
been  made  necessary  by  war  conditions,  but  our  com- 
mittee hopes  that  the  effort  now  being  made  in  Alabama 
will  be  continued  long  after  the  war  has  ceased.  We 
feel  that  by  proper  encouragement  of  production,  and 
aid  in  marketing,  we  can  render  a  very  great  service  to 
our  State,  this  on  the  theory  that  if  funds  sent  away  to 
other  parts  of  the  country  for  food  supplies  were  spent 
at  home,  the  farming  community  would  grow  rich,  and 
it  in  turn  would  enrich  the  city. 

In  some  localities  community  canneries  have 
been  established.  Small  establishments  on  the 
toll  system  are  well  calculated  to  encourage 
localities  to  make  themselves  independent  in 
food  supplies. 

In  the  production  of  grain  the  farm  tractor 
has  great  possibilities.  The  tractor  does  not 
tire  as  a  horse  does,  is  not  affected  by  heat, 
and  can  be  operated  24  hours  a  day.  There 
are  great  areas  of  idle  land  in  this  country  and 
Canada  which  can  be  put  into  grain,  the  agri- 
cultural colleges  are  training  tractor  operators, 
and  the  tractor  builders  are  turning  out  ma- 
chines rapidly.  With  proper  organization  to 
secure  their  continuous  use  the  present  supply 
of  tractors  can  be  made  to  do  much  more  work. 
The  present  manufacturing  equipment  of  the 
country  is  capable  of  turning  out  75,000  trac- 
tors a  year,  and  75,000  tractors  can  do  the 
plowing  for  a  billion  bushels  of  small  grain. 

In  short,  this  country  and  Canada  have  all 
the  resources  necessary  not  only  to  feed  them- 
selves but  to  feed  the  world.  The  food  prob- 
lem is  the  result  of  pure  neglect.  This  ought 
to  be  the  last  year  of  acute  food  scarcity.  But 
there  should  be  no  waiting  on  leadership 
from  above.  Every  county  in  the  United 
States  should  have  its  own  committee  and  go 
ahead  with  its  own  plans,  as  was  done  with 
garden  planting  last  spring.  Silos  should  be 
building  everywhere,  and  preparations  making 
to  fill  them  with  forage  to  maintain  the  flow  of 


milk  and  save  grain  this  winter.  In  many 
parts  of  the  country  much  can  still  be  planted 
that  will  supply  winter  feed  for  animals.  The 
situation  calls  for  leadership  by  the  best  busi- 
ness brains  of  every  local  community. 

Financial  Conditions. 

The  money  market  has  been  unsettled 
throughout  the  month,  owing  to  the  heavy 
transfers  of  funds  between  the  banks  and  the 
Treasury,  and  some  shifting  of  reserves  pur- 
suant to  the  requirements  of  the  Federal  re- 
serve amendments.  The  effect  appeared  in 
sharp  changes  in  call  money  rates,  which,  how- 
ever, affected  a  comparatively  small  amount  of 
business.  The  banks  do  not  always  resort  to 
the  Federal  reserve  bank  for  the  purpose  of 
keeping  the  call  rate  steady.  The  borrower  in 
the  call  market  is  an  orphan,  for  whom  no  one 
has  a  very  keen  sense  of  responsibility.  Time 
money  has  been  steady  with  a  tendency  to  a 
firmer  feeling  in  the  latter  part  of  the  month. 
The  six  months'  rate  is  4^  to  5  per  cent. 

The  most  noteworthy  fact  of  the  situation  is 
the  absence  of  any  appreciable  trace  of  the 
Liberty  Loan  transaction  in  the  New  York 
bank  statement.  It  was  the  biggest  piece  of 
financing  ever  handled  in  this  country,  and  it 
might  be  expected  that  New  York  would  lend 
considerable  money  in  connection  with  it,  par- 
ticularly as  the  subscriptions  of  this  district 
were  about  85  per  cent,  paid  at  once.  But  the 
loans  and  investments  of  the  Clearing  House 
banks  on  June  9th  aggregated  $3,790,284,000, 
and  on  July  28th  aggregated  $3,773,538,000. 

The  Federal  Reserve  banks  likewise  show  a 
comparatively  small  increase  in  their  loan 
totals.  On  June  8th  bills  discounted  for  mem- 
bers aggregated  $98,021,000  and  bills  purchased 
in  the  open  market,  $135,270,000  on  July  28, 
these  figures  were  $138,459,000  and  $195,097,- 
000,  respectively. 

Great  interest  is  manifested  in  banking  cir- 
cles in  the  next  government  loan,  but  no  official 
information  has  been  vouchsafed  upon  it. 

The  Federal  reserve  amendments  are  now 
in  full  eflfect,  and  nothing  counts  as  legal  re- 
serve for  any  member  bank  but  credit  at  the 
reserve  bank  of  its  district.  The  terms  "reserve 
city"  and  "central  reserve  city"  have  lost  their 
old  meaning  under  the  national  bank  act, 
although  the  designations  are  retained  for  the 
purpose  of  classifying  the  banks  as  to  the  per- 
centage of  reserve  required.  The  New  York 
Clearing  House  statement  conforms  to  the 
legal  requirements.  The  "excess  reserve"  re- 
ported is  the  excess  in  the  Federal  reserve 
bank,  with  no  account  taken  of  till  money. 

The  transfers  of  reserves  to  the  Federal  re- 
serve banks  have  increased  the  total  gold  hold- 
ings of  the  reserve  banks,  including  those  of 
the  reserve  agents  from  $1,013,818,000  on  June 
8th  to  $1,362,263,000  on  July  28th. 


The  change  by  which  cash  in  bank  no  longer 
counts  as  legal  reserve  will  naturally  lead  the 
member  banks  to  carry  as  little  till  money  as 
practicable,  and  works  to  the  disadvantage  of 
banks  which  because  of  their  location  or  the 
special  requirements  of  their  customers  are 
obliged  to  have  unusual  amounts  of  money 
near  at  hand.  For  this  reason  a  number  of 
branches  will  be  opened  by  the  reserve  banks 
in  important  cities  of  the  several  districts. 
Arrangements  have  been  completed  for 
branches  at  Omaha  and  Spokane,  and  branches 
have  been  practically  determined  upon  at  Balti- 
more, Seattle  and  Portland.  Louisville  and 
several  other  cities  are  under  consideration. 

The  Treasury  statement  of  the  different 
kinds  of  money  in  circulation  in  the  country  on 
June  1,  1917,  and  at  the  corresponding  date  of 
191C  is  as  follows : 

June  I,  1916     June  1,  1917 

Gold   Coin    $  631,000,000    $  712.000,000 

Gold  Certificates  1,313,000,000      1,736.000,000 

Silver  Dollars  66.000,000  71,000,000 

Silver   Certificates   490,000,000        483.000,000 

Subsidiary  Silver  169,000,000         193,000,000 

United  States  Currency  ...     342,000,000        342,000,000 

National  Bank  Notes 733,000,000        71 1,000,000 

Federal  Reserve  Notes 182,000,000        494,000,000 

Total  Circulation   $3,926,000,000    K742,000,000 

The  Bond  Market. 

The  interval  between  the  first  and  second  in- 
stalments of  Government  financing  is  being 
taken  advantage  of  by  railroad,  public  utility 
and  industrial  companies  to  finance  their  most 
pressing  needs.  The  majority  of  this  financing 
has  been  done  by  means  of  short  term  notes 
issued  at  the  unusually  attractive  rates  which 
present  conditions  demand. 

July  financing  has  included  the  initial  offer- 
ing to  the  public  of  a  block  of  Federal  Land 
Bank  4i^7o  Farm  Loan  20- Year  Bonds  at 
101  "4,  to  net  about  4j4%  to  maturity.  On 
July  12th  the  city  of  New  York  sold  to  a  syn- 
dicate of  bankers  $47,500,000  4>4%  50- Year 
Bonds  and  $7,500,000  4>4%  Bonds  maturing 
serially  from  one  to  fifteen  years.  The  price, 
while  considerably  lower  than  that  obtained 
for  $40,000,000  50- Year  4>i  %  Bonds  sold  by  the 
city  in  April,  1916,  was,  nevertheless,  consid- 
ered satisfactory. 

The  principal  corporate  financing  during  the 
month  has  comprised  $15,000,000  General  Elec- 
tric 3-Year  6%  Notes  offered  to  the  public  on  a 
6.10%  basis  and  quickly  over-subscribed;  $15,- 
000,000  Chicago  and  Western  Indiana  Railroad 
Company  1-Year  6%  Notes,  offered  on  a  6J4% 
basis;  $10,000,000  Southern  California  Edison 
Company  General  and  Refunding  Mortgage 
2-Year  6%  Bonds,  to  yield  about  6J4%  and 
$6,000,000  Mark  Manufacturing  Company 
3- Year  6%  Secured  Notes  to  yield  slightly 
less  than  6^4  %• 

The    Delaware    &    Hudson    Company   has 
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found  it  advisable  to  issue  notes  instead  of 
bonds,  and  has  effected  a  private  sale  of  $9,000,- 
000,  three  year  5  per  cents. 

Up  to  July  26th  the  average  price  for  ten 
leading  rails  shows  a  small  net  gain  over  the 
first  of  the  month ;  for  ten  public  utilities  a  net 
gain  of  almost  ^  of  1%  and  for  ten  industrials 
a  net  gain  of  %  of  1%. 

The  sharp  demand  for  Liberty  Loan  3)4s 
which  followed  the  reduction  in  allotments  of 
large  subscribers  has  been  largely  satisfied  and 
the  market  for  this  issue  now  more  clearly 
shows  the  effect  of  normal  demand  and  supply. 

OflFerings  are  not  large  but  have  been  some- 
what increased,  and  prices  are  slightly  lower, 
as  a  result  of  the  new  Treasury  estimates. 

The  gains  made  two  weeks  ago  by  the  Rus- 
sian 5J/2S  and  63^s  upon  encouraging  reports 
from  Petrograd  have  been  practically  wiped 
out  as  the  result  of  recent  adverse  develop- 
ments. These  bonds  are  now  selling  at  about 
the  same  levels  as  prevailed  on  the  first  of  the 
month.  Other  foreign  government  bonds  have 
remained  fairly  steady. 

The  close  of  the  month  witnesses  the  closing 
of  negotiations  with  a  syndicate  of  American 
bankers  for  a  loan  of  $100,000,000  to  the 
Dominion  of  Canada.  The  loan  is  to  take  the 
form  of  2-Year  5%  Notes,  and  is  oflFered  to  the 
public  on  about  a  6.07%  basis.  This  issue  has 
particular  interest  as  it  is  the  first  foreign  of- 
fering since  the  declaration  of  war  by  the 
United  States  to  receive  the  official  sanction  sf 
the  Secretary  of  the  United  States  Treasury. 
This  loan,  like  the  loans  to  our  European  allies, 
is  for  the  purpose  of  settling  a  trade  balance  in 
favor  of  the  United  States.  The  market  awaits 
the  result  of  the  offering  with  special  interest, 
as  its  success  would  indicate  that  the  demand 
for  high  grade  short  term  notes  has  not  yet 
been  satisfied. 

The  outlook  for  the  security  market  is 
largely  dependent  upon  the  policy  of  the  gov- 
ernment with  regard  to  taxation  and  price 
regulation. 

Taxation. 

The  revenue  bill  has  made  but  little  progress 
in  the  last  month,  food  regulation  having  had 
right  of  way  in  the  Senate.  The  revenue  bill  is 
next  in  order,  and  the  fresh  estimates  from  the 
Treasury  strengthen  the  arguments  of  those 
who  favor  more  taxation.  The  amendments 
proposed  by  the  Senate  Committee  increase  the 
excess  profits  taxes  but  eliminate  a  great 
amount  of  other  taxes  proposed  by  the  Honse. 
It  is  conceded  that  taxes  must  be  heavy,  and 
profits  and  incomes  that  are  swollen  by  the  war 
are  evidently  proper  objects  for  increased 
levies.  Whatever  consideration  is  shown  them 
must  be  justified  by  public,  not  private,  rea- 
sons. The  industries  are  under  enormous 
strain,  costs  have  greatly  increased,  and  a  great 


deal  more  money  and  credit  is  required  to  carry 
on  business.  The  profits  which  are  shown  by 
balance  sheets  are  not  in  the  treasuries  of  the 
companies,  they  are  not  being  paid  to  stock- 
holders, and  they  do  not  exist  in  form  where 
they  can  be  withdrawn  from  the  business. 
They  are  in  machinery,  materials,  supplies  and 
goods.  So  long  as  they  are  in  this  form  they 
are  serving  a  public  use,  and  for  public  rea- 
sons are  to  be  regarded  with  the  same  interest 
and  consideration  as  the  farmer's  growing  crop. 
Under  these  conditions  money  can  be  raised 
by  the  sale  of  bonds  with  less  interference  to 
business  than  by  taxation,  because  government 
bonds  can  be  used  as  the  basis  of  credit  and 
business  within  the  country  can  be  carried  on 
upon  credit. 

The  sale  on  the  market  within  the  last 
month  of  $15,000,000  of  notes  by  the  General 
Electric  Company  illustrates  the  situation. 
This  is  one  of  the  strongest  and  most  prosper- 
ous concerns  in  this  country.  Its  books  are 
crowded  with  orders,  and  these  orders  are  of 
great  importance  to  the  country.  They  mean 
an  increase  of  the  power  equipment  of  the  in- 
dustries. The  current  profits  of  the  company 
are  large  but  not  sufficient  to  provide  the  work- 
ing capital  it  requires  to  handle  the  business, 
and  it  is  in  the  market  as  a  heavy  borrower. 
This  is  the  factor  in  the  situation  which  is  de- 
serving of  consideration,  not  as  a  question  of 
leniency  to  the  stockholders,  but  as  a  question 
of  public  policy.  Interest  on  government  bor- 
rowings at  3y2%  or  4  per  cent,  is  not  impor- 
tant at  this  time  if  the  business  of  the  country 
is  supported  and  facilitated  by  one  policy  more 
than  by  the  other.  This,  however,  is  not  an 
argument  against  heavy  taxation,  but  against 
extreme  immediate  taxation,  and  for  the  spread 
of  taxation  over  a  longer  period. 

Professor  Marshall,  the  dean  of  English 
economists  at  this  time,  writing  upon  war  tax- 
ation recently,  says  that  if  it  were  possible  to 
exempt  from  the  income-tax  that  portion  of  in- 
come which  will  be  saved  to  become  future 
capital,  it  would  be  desirable  for  public  reasons 
to  do  so,  but  he  also  urges  that  taxation  should 
be  light  upon  necessities.  He  suggests  an  "In- 
habited House  Tax,"  "graduated  more  finely 
and  more  steeply  than  at  present,"  a  tax  on 
domestic  servants,  very  high  and  graduated 
steeply,  according  to  their  numbers,  especially 
upon  male  servants,  lighter  on  female  servants; 
a  graduated  tax  on  motor-cars,  and  various 
luxury  taxes.  On  the  subject  of  indirect  taxes 
he  warns  that  "the  general  tendency  of  taxes 
on  particular  commodities  is  to  be  graduated 
inversely,"  that  is,  "they  are  apt  to  fall  on 
things  which  absorb  a  larger  proportion  of  the 
expenditure  of  the  poorer  classes  than  of  the 
richer,  and  they  are  apt  to  be  larger  percent- 
ages of  the  value  of  the  thing  consumed  by  the 
poorer  classes  than  of  the  thing  consumed  by 
the  richer." 


Silver. 

The  silver  market  has  been  excited  and 
higher  in  recent  weeks,  and  the  position  of  the 
metal  is  very  strong  owing  to  the  heavy  bal- 
ance of  trade  in  favor  of  India.  The  situation 
is  the  occasion  of  no  little  perplexity  to  the 
British  authorities,  and  concerns  the  United 
States  as  well,  for  if  the  balances  due  India 
cannot  be  paid  in  silver  they  will  have  to  be 
paid  in  gold,  and  nobody  cares  to  see  gold 
taken  to  that  bourne  from  whence  neither  gold 
nor  silver  ever  returns.  The  balance  of  trade 
in  favor  of  India  for  the  last  British  fiscal  year, 
ended  March  31,  1917,  was  $270,902,259,  which 
compares  with  $196,438,030  in  the  year  1915-16, 
$128,333,081  in  1913-14  and  $261,682,938  in 
1912-13,  the  last  year  of  normal  trade.  In 
1914-15  the  importations  of  silver  by  India 
amounted  to  60,077,452  ounces,  in  1915-16  to 
35,629,913  ounces  and  in  1916-17  to  115,565,861 
ounces.  In  order  to  direct  all  importations  into 
the  government  treasury  private  importations 
have  been  recently  prohibited,  except  under 
license.  The  Indian  demand  has  caused  a  large 
movement  of  silver  from  China  and  exhausted 
supplies  everywhere  without  satisfying  the 
trade  requirements.  It  is  said  that  large  plan- 
tations in  Ceylon  have  been  greatly  embar- 
rassed for  the  want  of  rupees  to  pay  for  their 
labor,  and  money  has  been  tight  in  the  financial 
centers  of  India. 

The  Indian  government  is  understood  to 
have  asked  permission  of  the  home  govern- 
ment to  allow  it  to  import  gold  either  from 
London  or  the  United  States,  but  consent  has 
not  been  given.  Japanese  banks  are  shipping 
gold  from  Yokahama,  in  payment,  it  is  ex- 
plained, for  Indian  cotton,  and  there  would  be 
a  handsome  profit  to  American  banks  in  gold 
shipments  from  this  country,  but  they  have 
abstained  for  public  reasons. 

In  order  to  correct  the  exchange  situation 
the  Indian  government  has  brought  out  a  loan 
of  £100,000,000,  or  $500,000,000,  the  proceeds 
of  which  will  be  placed  to  the  credit  of  the 
British  government.  Reports  show  that  the 
loan  is  being  well  subscribed,  and  this  should 
remedy  the  exchange  situation  as  between 
India  and  the  outside  world,  but  it  does  not 
remedy  the  embarrassing  situation  in  India, 
for  the  reason  that  the  small  Indian  farmer  or 
laborer  is  not  a  bond-buyer,  and  he  is  the  in- 
dividual who  is  wanting  silver  or  gold  in  ex- 
change for  his  products  and  labor.  The  great 
body  of  the  Indian  people  have  little  knowledge 
of  paper  money  or  any  form  of  credit,  and  no- 
body knows  how  to  persuade  them  to  take  any 
substitute  for  the  precious  metals. 

The  total  production  of  silver  in  the  world 
in  1913  was  estimated  at  223,900,000  ounces, 
but  in  1916  the  estimated  yield  was  only  172,- 
383,000  ounces.  The  chief  falling  off  has  been 
in  Mexico.    On  the  other  hand  the  coinage  of 


silver  in  all  countries  has  increased,  owing  to 
payments  to  troops  and  the  activity  of  trade. 
France  used  20,000,000  ounces  in  1916.  which 
was  four  or  five  times  its  normal  consumption. 
The  coinage  of  the  United  States  is  far  beyond 
the  usual  amount. 

The  price  of  silver  in  New  York  is  78  to  80 
cents,  and  has  been  spasmodically  above  the 
latter  quotation.  This  price  is  very  remune- 
rative to  silver  producers,  especially  as  silver 
in  the  United  States  is  mainly  produced  in  con- 
nection with  lead  and  copper,  which  are  also 
bringing  high  prices. 

Crops  and  Food  Prices. 

The  crops  have  passed  through  July  on  the 
whole  without  deterioration.  The  weather  has 
favored  the  harvesting  of  winter  wheat,  and 
threshing  returns  show  a  fine  quality  of  grain 
and  a  yield  above  expectations.  Spring  wheat 
is  in  good  condition  over  most  of  the  territory, 
but  has  suffered  in  western  North  and  South 
Dakota  from  drought.  The  big  acreage  in 
corn  is  now  making  up  for  lost  time;  it  has 
suffered  in  the  Southwest  from  hot,  dry 
weather,  but  over  the  greater  part  of  the  coun- 
try the  crop  is  a  good  stand,  clean,  and 
thriving.  There  is  still  good  reason  to  hope 
for  a  bumper  yield.  Oats  are  a  fine  crop, 
and  nearly  out  of  danger,  barley  is  good,  rye 
below  the  average.  At  the  end  of  July  we  be- 
lieve the  prospect  is  good  for  the  best  yield  of 
grain  in  the  aggregate  ever  produced  in  this 
country.  It  is  true  that  the  yield  of  wheat  will 
be  nominally  over  300,000,000  bushels  below 
that  of  1915,  but  the  crop  of  that  year  was  se- 
riously injured  in  the  harvest  and  much  of  it 
was  unfit  for  flour,  while  this  year's  wheat 
promises  to  be  of  good  quality.  We  believe 
the  corn  and  oats  crops  will  surpass  the  record 
yields  of  1915. 

When  we  include  all  foodstuffs  our  confi- 
dence that  this  year's  production  will  surpass 
that  of  any  other  year  is  greatly  strengthened. 
The  government's  estimate,  on  July  1st,  for 
potatoes,  was  451,717,000  bushels,  against  285,- 
437,000  in  1916  and  359.721,000  in  1915;  and  its 
estimate  for  beans  was  22,141,000  bushels, 
against  8,846,000  bushels  in  1916  and  10,321,000 
in  1915.  These  figures  do  not  include  garden 
production,  which  for  all  vegetables  is  un- 
usually large. 

Of  course  crops  in  other  countries  will  be  a 
factor  in  the  prices  of  all  grains,  and  fortu- 
nately the  news  from  all  quarters  is  more 
hopeful  than  early  in  the  season.  The  Cana- 
dian crop  promises  to  be  larger  than  last  year, 
and  the  crops  of  England  and  France  are  bet- 
ter than  at  one  time  was  feared.  The  potato 
crop  of  England,  last  year  poor,  promises  to 
be  very  good. 

There  will  be  a  very  large  acreage  of  wheat 
in  Argentina  this  year,  but  it  is  too  early  for  a 


forecast  of  the  crop,  which  comes  to  harvest 
in  December.  Australia  and  India  have  large 
reserves  of  wheat  which  have  not  been  for- 
warded because  of  a  lack  of  ships. 

The  bill  as  passed  by  the  Senate  gives  the 
President  authority  to  fix  a  minimum  price 
upon  wheat  at  not  less  than  $2  per  bushel,  but 
names  no  prices  for  other  grains.  There  is,  of 
course,  a  natural  relation  between  the  prices  of 
wheat  and  other  grains,  and  if  the  government 
should  establish  such  a  guaranty  for  wheat 
without  offering  equal  inducements  for  the 
production  of  corn  and  oats  there  probably 
would  be  a  large  increase  in  the  output  of  the 
former  at  the  expense  of  the  latter,  and  the 
farming  industry  might  be  thrown  out  of  bal- 
ance. Any  reduction  in  the  production  of  corn 
would  seriously  affect  the  live  stock  industrj'. 
As  the  fixing  of  any  minimum  price  is  left  to 
the  discretion  of  the  President  it  is  possible 
that  the  restriction  placed  upon  him  as  to 
wheat  may  prevent  his  taking  any  action  at  all. 
The  price-fixing  authority  as  amended  in  con- 
ference does  not  take  effect  until  next  year's 
crop  is  ready  for  market. 

Corn  has  sold  during  the  month  just  passed 
as  high  as  $2.35  in  Chicago.  The  supply  of 
old  corn  is  very  low,  and  we  do  not  think  these 
figures  have  much  significance  as  related  to  the 
new  crop.  Buying  by  distillers  who  expect  to 
be  put  out  of  business  in  a  few  weeks  has  been 
an  important  factor  of  late.  At  present  prices 
for  corn  and  live  stock  there  is  serious  loss  to 
farmers  in  feeding  corn,  and  the  effect  is  to 
force  immature  cattle  and  hogs  to  market,  cur- 
tailing the  meat  supply  later.  This  has  been 
the  situation  since  last  Fall,  owing  to  the  small 
corn  crop.  With  corn  above  $2  per  bushel 
hogs  should  bring  $20.00  or  more  per  hundred 
weight,  but  they  are  selling  at  about  $15. 

The  cotton  crop  in  the  last  ten  days  of  July 
took  a  decided  turn  for  the  better,  under  favor- 
able weather  conditions.  It  had  been  having 
too  much  rain  east  of  the  Mississippi,  and  not 
enough  west  of  the  Mississippi,  but  with  a  re- 
versal of  weather  in  both  sections  the  plant  has 
made  encouraging  progress.  Its  present  de- 
velopment makes  it  entirely  possible  for  the 
crop  to  turn  out  from  13,000,000  to  14,000,000 
bales,  which  with  a  carry-over  of  1,500,000 
bales  will  take  care  of  consumption  very  well, 
providing  the  Central  European  markets  are 
not  opened  up  before  another  crop  is  harvested. 
The  consumption  of  the  United  States  in  the 
last  crop  year  has  been  about  7,700,000  bales 
and  exports  have  been  about  5,500,000  bales. 
The  price  is  now  about  25  cents  per  pound, 
and  in  recent  weeks  raw  cotton  has  actually 
been  shipped  from  New  England  mill  centers 
for  delivery  on  the  New  York  market.  Cotton 
goods  are  firm,  with  an  advance  in  prints  at 
the  close  of  July  of  20  per  cent. 


Price  Fixing. 

The  problem  of  price-fixing  upon  purchases 
for  our  own  and  foreign  governments  and  for 
the  general  market  has  continued  to  be  one  of 
acute  interest.  Prices  upon  steel  and  copper 
for  government  use  have  been  referred  to  the 
Federal  Trade  Commission.  An  agreement  to 
hold  the  price  of  bituminous  coal  at  $3  per  ton 
was  made  by  the  association  of  operators  in 
conference  with  Secretary  Lane  and  a  member 
of  the  Federal  Trade  Commission,  but  other 
government  officials  have  disapproved  of  this 
figure  as  too  high.  The  agreement  is  being 
generally  observed  so  far  as  prices  to  the  pub- 
lic are  concerned. 

It  is  easy  to  agree  to  the  abstract  proposition 
that  war  should  not  be  made  the  occasion  for 
money-making,  and  that  the  public  interests 
are  paramount  to  the  right  of  individuals  to 
unusual  profits.  The  situation,  however,  is  so 
chaotic  and  extraordinary  that  it  is  not  only 
difficult  to  say  off  hand  what  prices  are  fair  to 
producers  but  what  prices  will  best  serve  the 
public  interest.  An  illustration  is  afltorded  by 
the  following  extract  from  a  statement  by  Mr. 
Daniel  Willard,  chairman  of  the  committee  on 
transportation  of  the  Council  of  Defense : 

"Twenty-nine  per  cent,  more  bituminous  coal  was 
handled  in  April,  1917,  than  in  the  same  month  of 
1916,"  Mr.  Willard  said.  "The  exact  figures  for  85 
of  the  principal  coal-carrying  roads  show  that  in  1917 
there  were  659,000  cars  handled,  as  compared  with 
508,000  in  1916,  for  an  equal  number  of  days. 

"There  are  literally  hundreds  of  new  mines.  On  one 
road  there  have  been  more  than  one  hundred  new  mines 
opened  during  the  last  six  months." 

Mr.  Willard  was  discussing  the  coal  situa- 
tion solely  with  relation  to  the  increasing 
traffic,  but  his  statements  shows  the  extraor- 
dinary efforts  that  are  being  made  to  increase 
production,  and  that  after  all  is  the  matter  of 
largest  consequence.  The  industries  of  the 
country  are  consuming  enormous  quantities  of 
coal,  and  our  allies,  France  and  Italy,  are  in 
desperate  need  of  coal.  Dr.  Nansen  says  that 
coal  is  costing  over  $60  per  ton  in  Norway,  and 
the  branch  of  the  National  City  Bank  at  Genoa 
reports  it  selling  above  $100  per  ton  in  Italy, 
"with  few  transactions."  The  price  of  coal, 
within  fifty  cents  or  a  dollar  a  ton,  is  a  sec- 
ondary consideration  with  consumers,  com- 
pared with  having  their  wants  supplied,  and 
they  can  only  be  supplied  by  enlarging  the 
output.  It  would  be  no  simple  task  to 
regulate  profits  on  present  production,  with 
costs  varying  as  widely  as  they  do  in  coal  min- 
ing, but  there  is  the  further  question  of  secur- 
ing an  increased  production.  The  cost  of  open- 
ing and  equipping  a  mine  at  this  time  is  very 
much  above  what  it  is  in  normal  times,  and 
when  the  war  ends  there  may  be  a  surplus  of 
coal  on  the  market,  and  a  lapse  back  to  the 
conditions   which   prevailed   for  years   before 


the  war,  when  only  the  low-cost  or  most  favor- 
ably located  mines  could  make  a  profit. 

A  somewhat  similar  situation  has  existed  in 
spelter,  or  zinc.  When  the  war  began  the 
market  price  of  spelter  was  about  6  cents  per 
pound.  Under  the  pressure  of  the  new  de- 
mands the  price  rose  until  at  the  crest  of  the 
movement  the  price  was  about  27  cents  per 
pound.  The  influence  of  rising  prices,  however, 
caused  great  activity  in  the  zinc-producing  dis- 
tricts. Prospecting  was  stimulated,  new  mines 
were  opened,  smelters  were  enlarged  and  new 
ones  built,  production  was  increased  until  the 
price  began  to  fall.  Spelter  is  now  selling  at 
about  10  cents  per  pound,  which,  considering 
the  general  rise  of  costs  and  of  other  prices,  is 
scarcely  higher  relatively  than  6  cents  was  be- 
fore the  war.  That  problem  has  worked  itself 
out.  The  new  production  was  both  induced 
and  financed  by  the  high  prices,  and  could  not 
have  been  obtained  without  them,  as  there  is 
quite  certain  to  be  an  excess  of  producing 
capacity  after  the  war. 

The  Senate  in  providing  for  the  regulation 
of  food  supplies,  while  giving  large  powers  to 
the  President  and  his  advisers  to  fix  prices,  has 
proposed  to  safeguard  the  production  of 
wheat  by  establishing  a  minimum  price  of  $2 
per  bushel.  This  is  a  high  price  as  compared 
with  normal  prices,  and  there  is  no  maximum 
price ;  the  farmers  can  have  more  if  the  market 
goes  higher,  but  reliance  is  placed  upon  the 
stimulus  afforded  by  the  guaranteed  price  to 
produce  an  ample  supply.  For  the  farmer  who 
is  already  equipped  for  wheat-growing,  and 
who  continues  to  sow  only  his  usual  acreage, 
there  is  doubtless  a  large  profit  at  $3  per 
bushel.  But  the  price  is  fixed  to  induce  thou- 
sands of  new  producers  to  undertake  the  ex- 
pense, at  high  cost,  of  putting  new  acreage 
into  wheat,  and  that  will  undoubtedly  be  the 
result.  This  is  a  reversal  of  the  policy  of  re- 
striction and  discipline.  The  intention  is  still 
to  get  the  best  results  for  the  public,  but  the 
emphasis  is  put  in  another  place. 

Lasting  Effects  Upon  Production. 

There  is  a  silver  lining  to  this  cloud  of  high 
prices  which  ought  not  to  be  overlooked. 
Under  the  enormous  stimulus  which  is  being 
given  to  production  in  so  many  important 
lines  it  is  certain  that  when  the  war  comes  to 
an  end  the  productive  capacity  of  the  country 
will  be  far  beyond  what  it  has  been  in  the  past, 
and  there  is  good  reason  to  believe  that  per- 
manent benefits  will  be  realized  and  widely  dis- 
tributed. It  is  true  that  producers  instinctively 
fear  a  period  of  overproduction  and  of  un- 
profitable prices  following  such  an  expansion 
as  is  now  occurring,  but  while  prices  will  fall 
enough  to  greatly  relieve  domestic  consumers 
the  foreign  outlet  will  probably  be  sufficient  to 
take  our  surplus  at  fair  prices,  provided  we  are 


organized  to  promote  and  finance  a  develop- 
ment of  our  foreign  trade. 

Agriculture  is  being  stimulated  and  per- 
manently benefited  by  this  period  of  high 
prices.  Sugar  production  is  being  largely  in- 
creased in  every  sugar-making  country  out- 
side of  those  engaged  in  the  war,  and  particu- 
larly in  Cuba  and  the  United  States.  The  new 
sugar  mills  are  of  the  most  efficient  type  and 
when  the  supply  of  sugar  again  exceeds  the 
demand,  which  will  be  as  soon  as  beet  sugar 
production  is  resumed  on  a  normal  scale  in 
Europe,  the  new  mills  will  make  the  price 
lower,  probably,  ilian  it  was  before  the  war. 
live  stock  is  now  Increasing  in  this  country. 
The  decline  in  cattle  which  was  brought  about 
by  the  liquidation  of  the  large  ranch  herds,  is 
being  overcome  by  the  multiplication  of  farms 
where  the  ranches  were,  and  by  the  growth  of 
small  herds.  The  extermination  of  the  cattle 
"tick"  in  the  South  is  proceeding,  and  the  beef 
and  dairy  industry  is  spreading  in  that  section. 
Progress  is  being  made  in  controlling  the  swine 
plague.  The  South  is  likely  to  grow  more  of  all 
food  crops  in  the  future,  and  the  work  being 
done  everywhere  for  a  productive  agriculture  is 
giving  promise  of  valuable  results.  The  coun- 
try is  being  awakened  as  never  before  to  a 
realization  of  the  fact  that  all  other  industries 
are  dependent  upon  agriculture,  and  that  the 
welfare  and  progress  of  the  people  require 
more  comprehensive  and  intelligent  attenticn 
to  the  production  and  distribution  of  foodstuffs. 

Meanwhile  those  who  are  inclined  to  pessi- 
mism as  regards  the  lot  of  the  wage-earning 
class  shoula  remember  that  every  great  perio.j 
of  industrial  expansion  in  the  past  has  resulted, 
when  conditions  settled  down,  in  the  working- 
man  occupyinsr  a  higher  position  than  he  held 
before.  Waecs  do  not  go  up  like  potatoes,  but 
they  hold  their  gains  better  than  potatoes  do. 

The  Real  Distribution  of  Wealth. 

These  complicated  questions  of  price  regula- 
tion, taxation,  etc.,  all  hark  back  to  the  big, 
main  question  in  which  society  is  interested, 
to-wit:  the  final  distribution  of  the  fruits  of 
industry  with  relation  to  the  average  man's 
share.  We  have  often  endeavored  to  point  out 
that  at  the  very  beginning  of  any  discussion 
of  this  subject,  it  is  important  to  determine 
what  is  real  distribution.  In  current  dis- 
cussion there  is  but  slight  recognition  of  the 
value  to  the  community  of  capital  accumla- 
tions,  taking  form  as  they  must  in  improved 
and  enlarged  facilities  for  general  production 
and  public  service.  This  communitv  value  of 
private  wealth  is  understood  by  economists, 
and  it  is  understood  by  everybody  in  concrete 
cases;  every  new  community  appreciates  the 
gain  from  having  a  railway  built  into  it,  or  a 
water  power  developed,  but  in  general  dis- 
cussion   it    is    usually    assumed    that    all    the 
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benefits  of  wealth  accumulations,  even  in  these 
forms,  go  to  the  owners.  There  is  little  analysis 
of  actual  distribution.  The  emphasis  is  placed 
on  the  ownership  of  equipment,  rather  than 
upon  the  distribution  of  the  goods  produced. 
Mere  ownership  of  productive  property,  how- 
ever, only  gives  the  right  to  go  ahead  and 
produce  something.  All  the  benefits  from  pro- 
ductive properties  come  out  in  the  stream  of 
products  that  issue  from  them,  and  the  real 
distribution  of  the  national  income  takes  place 
at  the  point  of  consumption,  where  these  prod- 
ucts are  finally  absorbed  by  individuals  and 
disappear  from  the  common  store. 

Whether  a  man  is  a  day  laborer  or  a  million- 
aire, he  actually  gets  as  his  share  of  current 
production  what  he  consumes  or  withdraws 
from  the  common  supply  to  his  own  exclusive 
use  and  benefit  and  no  more.  If  he  occupies 
a  seat  in  a  railway  car,  he  has  taken  that  much ; 
if  he  keeps  a  servant,  he  has  taken  that  much, 
if  he  owns  a  motor  car,  he  has  taken  that 
much ;  if  he  keeps  a  costly  estate,  he  has  taken 
that  much — but  he  gets  nothing  which  re- 
mains in  the  use  or  service  of  others. 

If  he  allows  the  profits  of  his  business  to  re- 
main in  the  business  for  its  expansion,  they 
have  not  been  realized  and  may  never  be. 
Every  town  in  the  country  can  tell  of  business 
houses  that  have  prospered,  grown  by  means 
of  their  profits,  and  then  gone  into  decay  and 
finally  into  bankruptcy.  The  proprietors  re- 
alized only  such  profits  as  they  withdrew  froni 
the  business  and  devoted  to  themselves.  If 
they  withdrew  profits  from  one  business  for 
investment  in  another,  there  was  no  distribu- 
tion to  themselves,  merely  a  shift  to  another 
public  employment. 

A  State  Investment. 

The  State  of  New  York  in  its  corporate  ca- 
pacity constructed  the  Erie  Canal.  For  many 
years  it  realized  large  profits  from  the  tolLs, 
and  those  profits  are  proof  of  the  service  which 
the  canal  was  rendering  in  those  years.  But 
with  the  development  of  the  railways,  canal 
traffic  fell  away,  and  tolls  were  finally  abol- 
ished, the  State  maintaining  the  canal  free  of 
charges  by  appropriations  from  the  treasury. 
Even  at  that  it  was  scarcely  used,  which  is  evi- 
dence that  the  railways  were  giving  a  superior 
service.  Now  a  new  chapter  has  been  begun 
by  the  expenditure  of  more  than  $150,000,000 
for  the  reconstruction  and  modernization  of 
the  canal.  The  old  canal  had  become  worth- 
less. The  State  as  a  proprietor  is  in  the  same 
position  as  private  proprietors :  its  investments 
are  valuable  to  it  only  so  long  as  they  are 
serviceable  to  the  public,  and  it  realizes  only 
such  profits  as  it  is  able  to  withdraw,  and  does 
actually  withdraw,  and  devotes  to  its  own  sup- 
port. The  fundamental  requisite  of  every  in- 
vestment is  that  it  shall  meet  a  public  want 
and  to  the  extent  that  it  does  this  the  results 


to  the  public  are  the  same  whether  it  is  pub- 
licly owned  or  privately  owned.  It  is  a  super- 
ficial view,  therefore,  to  regard  savings  or 
profits  which  are  invested  productively  as 
having  been  distributed  or  devoted  to  private 
purposes.  They  are  still  in  use  as  a  part  of  the 
community  equipment.  The  railroads  of  New 
York  State  are  as  truly  a  part  of  the  com- 
munity equipment  as  the  Erie  Canal.  If  the 
State  owned  the  railroads  it  would  have  to 
provide  the  capital  for  their  improvement  and 
expansion  as  it  has  provided  for  the  recon- 
struction of  the  canal,  by  borrowing  from  pri- 
vate investors.  Whether  the  borrowing  is  for 
canal  or  the  railways,  by  a  public  or  corpora- 
tion proprietor,  the  essential  fact  is  that  the 
earnings  and  saving  of  other  industries  in- 
stead of  being  distributed  and  consumed  are 
devoted  to  the  transportation  service. 

A  Benevolent  Enterprise. 

A  public-spirited  citizen  of  New  York,  of 
strong  humanitarian  impulses,  has  maintained 
for  many  years  a  system  of  depots  where  dur- 
ing the  heated  term  pasteurized  milk  is  sold 
for  babies  at  less  than  cost.  It  is  a  philan- 
thropic service,  deserving  of  the  highest  praise, 
but  evidently  all  business  could  not  be  con- 
ducted upon  that  basis;  even  the  charities 
would  die  away  unless  there  were  profits  in 
business.  And  if  an  attempt  was  made  to 
carry  on  the  milk  business  generally  at  actual 
cost  there  would  be  no  capital  for  its  ex- 
pansion or  for  the  improvement  of  methods, 
except  as  it  might  be  contributed  for  benevo- 
lent reasons  from  the  profits  of  other  business, 
and  to  that  extent  it  would  be  a  drag  upon  the 
development  of  other  industries.  Philanthropy 
is  helpful  and  altogether  admirable  in  its  place, 
but  whether  carried  on  by  the  State  or  by 
private  agencies,  it  must  be  supported  from 
profits  or  savings  acquired  elsewhere. 

In  short,  profits  or  savings  are  indispens- 
able, and  are  not  to  be  regarded  as  beneficial 
to  the  owners  alone ;  they  have  a  public  utility. 
Every  dollar  that  is  saved  for  investment  is  an 
instrumentality  for  industrial  and  social  prog- 
ress. It  is  the  surplus  income  of  individuals, 
whether  saved  painfully  by  small  economies  or 
accumulated  rapidly  by  the  introduction  of  a 
new  utility,  or  gained  by  any  of  the  multi- 
farious changes  which  are  always  taking  place 
in  the  business  world,  or  the  result  of  plain 
superiority  of  business  management — whatever 
the  source,  it  is  surplus  income,  available  for 
investment,  which  puts  the  new  ideas  into  ef- 
fect, and  carries  the  world  forward  in  industrial 
methods. 

An  Unearned  Increment. 

The  following  story  went  the  rounds  of  the 
press  a  few  weeks  ago : 

There  is  a  Creek  Indian  in  Oklahoma  named  Jack- 
son Barneft  with  an  income  of  $50,000  a  month.  It  is 
derived   from   some  oil-bearingr  property  of  which  he 


became  possessed  as  his  share  of  the  land  given  to  his 
tribe  by  the  Government.  He  lives  in  a  little  cabin  and 
sleeprs  outdoors.  He  spends  less  than  $60  a  month,  not 
because  he  is  niggardly,  but  for  the  very  good  reason 
that  he  does  not  want  anything  more  than  $50  will  buy. 
Apparently  he  has  been  adjudged  an  incompetent 
although  his  simplicity  of  life  should  be  proof  of  his 
sanity.  His  surplus  income  in  the  hands  of  his  guardian 
is  now  in  excess  of  $800,000.  It  is  proposed,  whether  by 
Bamett  or  his  guardian  is  not  quite  clear,  that  his  un- 
invested bank  balance  should  be  put  in  the  Liberty 
I^an.  To  that  no  objections  are  visible  at  this  distance 
but  there  seems  to  be  some  question  about  its  les^ality 
in  Washington  and  Oklahoma. 

This  is  an  extreme  case  of  the  "unearned  in- 
crement," the  owner  presumably  having  con- 
tributed nothing  to  the  discovery  or  develop- 
ment of  the  values  which  have  come  into  his 
hands.  Nobody  would  say  that  it  is  an  ideally 
perfect  system  of  distribution  which  gives  pos- 
session of  great  natural  wealth  into  such 
hands;  it  is  an  incident  of  the  general  system 
of  private  ownership.  But  the  case  serves  to 
illustrate  that  it  is  not  what  a  person  owns  but 
what  he  consumes  or  appropriates  exclusively 
to  himself  that  constitutes  real  distribution  to 
him.  If  Bamett  goes  through  life  spending  less 
than  $50  per  month  upon  his  own  personal  sup- 
port and  pleasure,  that  will  be  all  which  he 
withdraws  from  the  common  fund.  If  the  rest  of 
his  income  is  continually  invested  productively 
it  will  be  in  the  public  service  as  completely  as 
though  the  title  to  the  oil  lands  had  never  been 
transferred  from  the  government.  And  to  the 
extent  that  they  have  been  used  for  the  de- 
velopment of  industry  the  same  is  true  of  all 
the  fortunes  that  have  been  developed  in  the 
oil  industry — and  in  all  the  industries. 
Industrial  Progress 

The  history  of  industrial  progress,  and  of 
social  progress  as  well,  is  a  continuous  story  ot 
efforts  withdrawn  or  diverted  from  the  direct 
satisfaction  of  wants  to  the  improvement  of 
methods,  in  order  that  wants  might  be  more 
easily  and  abundantly  satisfied  in  the  future. 
The  books  upon  the  "elements"  and  "prin- 
ciples" of  economics  all  begin  with  accounts  of 
how  the  primitive  man  learned  to  improve  his 
lot  by  making  weapons  with  which  he  could 
kill  game,  and  tools  with  which  he  could  cut 
down  trees,  build  houses,  boats  and  carts,  and 
till  the  soil.  The  labor  expended  upon  weapons 
and  tools  was  an  investment;  these  implements 
were  the  capital  of  that  time ;  they  did  not  yield 
direct  satisfactions,  but  by  their  use  man's 
powers  were  so  increased  that  he  was  able  to 
raise  himself  to  higher  levels  of  existence. 

That  process  has  never  ceased.  The  meth- 
ods and  implements  of  industry  are  being  con- 
stantly improved,  but  as  industry  becomes 
more  advanced  and  complex,  and  the  consumer 
is  further  removed  from  personal  knowledge 
of  the  means  of  production,  the  part  which 
these  investments  play  in  production  are 
naturally  less  obvious  and  less  fully  under- 


stood. The  enormous  present  equipment  for 
supplying  the  wants  of  the  population  consti- 
tutes the  capital  of  this  time,  but  the  relation 
of  this  capital  to  the  supply  of  common  com- 
forts and  to  social  progress  is  not  clearly  un- 
derstood. 

No  doubt  it  was  at  a  very  early  period  of  this 
development  that  men  began  to  ask  whether 
it  was  worth  while  to  spend  labor  on  the 
further  improvement  of  tools.  There  is  always 
some  uncertainty  as  to  whether  an  attempt 
will  be  successful,  and  meantime  the  same 
amount  of  effort  in  the  old  way  will  produce 
certain  results;  and  then  there  were  always 
those  who  would  rather  rest  and  enjoy  in  the 
present  than  toil  for  a  doubtful  promise  of  re- 
ward in  the  future.  The  appeal  of  the  future 
is  very  much  stronger  with  some  people  than 
with  others.  The  willingness  of  an  individual 
to  labor  and  deny  himself  in  the  hope  of  future 
gains  is  a  test  of  intellectual  vision  and  char- 
acter. The  difference  in  the  ability  of  peoples 
to  comprehend  the  way  of  progress,  and  to 
plan,  organize,  co-operate,  and  save  for  the 
sake  of  increasing  their  command  over  the  re- 
sources of  nature  is  a  measure  of  their  develop- 
ment in  civilization. 

Always  there  are  the  two  conflicting  views — 
of  those  who  lay  the  emphasis  upon  division 
and  those  who  lay  the  emphasis  upon  produc- 
tion. The  first  look  out  upon  the  industrial 
world  with  the  thought  that  there  should  be  a 
more  nearly  complete  and  equal  division  of  the 
product,  while  the  second  have  their  thoughts 
fixed  upon  invention,  construction  and  im- 
provement, with  endless  possibilities  of  in- 
creasing the  product.  The  one  thinks  of  pro- 
ductive conditions  as  settled  and  permanent 
and  the  output  a  fixed  amount ;  the  other  takes 
in  all  the  conditions  affecting  production,  the 
importance  of  management,  leadership,  vision, 
and  changes  as  revolutionary  as  those  of  the 
past.  The  latter  asks  at  what  time  in  the  past 
would  it  have  been  beneficial  to  society  to 
have  put  industry  into  straitjackets,  eliminat- 
ing individual  initiative  and  leadership,  and 
forcing  a  distribution  of  all  gains  for  immedi- 
ate consumption? 

Capital  an  Increasing  Factor  in  Industry 

As  industry  develops,  construction  and  ma- 
chinery become  an  increasing  factor  in  it, 
which  means  that  the  application  of  labor  to 
industry  is  more  and  more  by  indirection,  with 
the  relationship  of  labor  to  output  more  re- 
mote and  obsure.  Within  the  memory  of 
people  now  living  whale  oil  was  commonly 
burned  for  lighting  purposes ;  it  was  succeeded 
by  kerosene,  gas  and  electricity,  with  capital- 
investment  in  plant  an  increasing  factor.  With 
electricity  from  water-power  pulling  and  light- 
ing a  railroad  train  we  have  an  illustration  of 
the  social  gains  recently  accomplished  by  ap- 
plying labor  indirectly,  or,  in  other  words,  by 
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first  creating  capital  and  then  applying  capital 
to  the  task  in  hand.  The  old  Erie  Canal  and 
the  railroads  which  run  beside  it  furnish  an- 
other illustration.  The  former  represented  a 
greater  investment  than  the  wagon  roads 
which  it  superseded,  and  was  economically 
more  efficient;  the  railroads  represent  a 
further  application  of  capital  and  an  increased 
efficiency.  The  new  canal  will  not  supersede 
the  railways,  but  is  expected  to  be  more  eco- 
nomical for  some  purposes,  and  by  reason  of 
the  increased  investment  will  be  more  economi- 
cal than  the  old  canal. 

With  the  increase  of  the  fixed  investment 
there  is  a  larger  factor  in  the  costs  which  is 
far  removed  from  the  product  but  which  must 
attach  to  the  product,  and  one  of  the  results  of 
this  is  that  superficial  studies  of  the  distribution 
of  "income"  show  a  larger  percentage  going  to 
capital  than  when  industry  was  in  simpler 
stages.  A  moment's  reflection,  however,  should 
convince  anyone  that  there  is  nothing  wrong  in 
this.  Of  course  capital's  share  of  the  joint 
earnings  of  capital  and  labor  is  greater  in 
transporting  goods  by  railway  than  in  trans- 
porting them  by  a  wagon  line,  but  that  is  only  a 
small  part  of  the  story.  The  actual  cost  to 
everybody  is  less,  and  of  the  earnings  of 
capital  that  portion  which  is  re-invested  in  in- 
dustry should  be  regarded  as  undistributed. 

The  profits  of  capital  in  one  industry  are  con- 
tinually financing  the  progress  of  other  indus- 
tries. There  is  a  flow  of  free  capital,  created^ 
by  past  investments,  all  over  the  field,  and  this 
fact  often  tends  to  obscure  the  results,  because 
they  are  not  readily  traced.  It  is  not  uncom- 
mon to  hear  it  said  that  a  certain  prosperous 
industry  has  not  given  the  benefit  of  improve- 
ments to  the  public,  having  neither  reduced 
prices  nor  increased  wages,  but  even  though 
the  facts  be  as  alleged,  they  do  not  include  the 
whole  story.  It  is  certain  that  wherever  the 
profits  are  invested  they  become  a  factor  in  in- 
creasing production,  which  means  better  living 
conditions  for  all. 

Does  Capital  Increase  Too  Fast? 

It  is  a  common  and  natural  question  to  ask, 
why,  in  the  face  of  the  vast  capital  accumla- 
tions  that  have  been  made  in  the  last  genera- 
tion, and  the  enormous  gains  in  the  productiv- 
ity of  industry,  there  should  still  be  so  much 
poverty.  Admitting  that  capital  accumulations 
exist  in  the  form  of  productive  equipment,  it  is 
asked  if  accumulation  is  not  overdone,  and  if 
it  would  not  be  better  to  make  a  larger  division 
for  immediate  consumption?  The  Des  Moines 
Register  in  a  thoughtful  and  temperate  edi- 
torial presents  this  view  as  follows: 
Savins  and  Spendlag;. 

The  problem  with  every  individual  is  how  to  save 
without  stintinj?  himself  and  his  family  too  much  in 
their  daily  needs,  how  to  accumulate  a  capital   fund. 


without  depriving  himself  of  the  enjoyments  and  con- 
veniences of  life. 

It  is  easy  to  go  to  either  extreme,  easier  to  go  to  the 
extreme  of  spending  than  of  saving.  More  than  one 
man  who  in  his  prime  has  enjoyed  a  liberal  salary  has- 
been  buried  by  the  county  at  the  last.  On  the  other 
hand,  less  frequently  now  than  a  generation  or  two  ago, 
men  have  kept  the  sugar  locked  up  that  no  personal  in- 
dulgence might  interfere  with  accumulation. 

To  strike  a  happy  medium,  to  save  a  working  capital, 
for  the  future,  and  at  the  same  time  bear  a  full  part 
in  the  activities  and  enjoyments  of  the  present,  is  the 
real  test  of  personal  capacity.  Only  the  rare  man  gets 
the  most  out  of  the  present  while  making  wisest  pro- 
vision for  the  future.  The  average  man  either  spends 
everything  as  he   goes,  or  makes  a  vice  of  saving. 

The  problem  of  the  individual  is  the  problem  of  the 
community.  Nationally  the  American  people  are  pre- 
cisely where  every  individual  American  finds  himself. 
The  national  problem  is  how  to  get  a  working  capital 
for  the  development  of  vast  enterprises,  without  de- 
priving too  many  people  of  bath  tubs.  It  is  tre- 
mendously important  that  we  have  accumulated  working 
capital.  It  is  tremendously  important  that  the  average 
family  have  "the  dollar  left  over"  of  Wendell  Phillips, 
for  books,  and  leisure  and  entertainment. 

*  *  *  with  all  the  enormous  enhancement  of  wealth 
in  the  United  States,  half  the  families  of  America  are 
living  below  the  line  of  comfort  fixed  by  students  of 
social  economics,  and  one-third  of  the  families  of 
America  skirt  the  hunger  line.  Although  in  the  two 
years  of  war  this  country  has  changed  its  relation  to- 
the  commercial  world,  and  become  a  creditor  nation, 
the  day  laborer  in  Des  Moines  is  having  as  hard  a  time 
of  it  to  supply  his  daily  table  as  he  ever  had;  in  fact, 
many  believe  a  harder  time. 

«  *  «  *  * 

The  Register  would  not  put  the  emphasis  at  the 
wrong  spot.  It  is  much  easier  to  spend  every  cent  we 
make  as  a  people  than  it  is  to  accumulate.  Moreover, 
it  is  easy  to  harbor  unwarranted  suspicions  of  those 
who  are  managing  the  accumulation.  We  must  have  ac- 
cumulated capital,  and  we  must  have  enlargements  and 
improvements,  and  we  must  have  money  for  new  things. 
We  must  have  faith  in  the  men  who  are  at  the  head 
of  great  enterprises.  But  in  our  zeal  for  this  side  of 
it,  we  must  not  overlook  the  actual  needs  of  the  people 
who  do  the  work,  nor  forget  that  comforts  in  the  homes 
of  the  masses  are  in  the  last  analysis  the  test  of  our 
civilization.  For  however  hard  we  may  fight  for  world 
democracy  we  shall  never  have  world  democracy  ex- 
cepting as  the  masses  of  the  world  are  given  the 
"dollar  over"  that  means  books  and  music  and  travel 
and  recreation. 

It  is  perfectly  true  that  "comforts  in  the 
homes  of  the  masses  are  in  the  last  analysis 
the  test  of  our  civilization."  When  we  talk 
about  "progress"  let  it  be  understood  that  com- 
forts for  the  masses  and  leisure  for  the  higher 
things  of  life  is  what  is  in  mind.  How  are  they 
to  be  obtained? 

Why  has  the  cost  of  living  been  rising  in 
recent  years  until  the  day  laborer  in  Des 
Moines  is  said  to  be  having  as  hard  a  time  to 
supply  his  daily  table  as  he  ever  had?  Is  it  be- 
cause the  reorganization  and  development  of 
industry  with  great  accumulations  of  capital  in 
its  service  has  failed  to  accomplish  results,  or 
is  it  because  the  results  so  accomplished  have 
been  overcome  by  influences  coming  frotrt 
other  industries,  in  which  capital  is  not  so  large 
a  factor  and  in  which  the  so-called  capitalistic 
organization  is  comparatively  undeveloped? 
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It  is  a  familiar  fact  that  the  increase  of  popu- 
lation tends  of  itself  to  make  the  struggle  for  a 
living  more  strenuous.  The  people  of  this 
country  do  not  get  as  much  for  nothing  as 
they  did  in  an  early  day,  when  the  bounties  of 
nature  surrounded  them.  Poorer  lands  must 
be  brought  under  cultivation  and  the  best  soils 
deteriorate  unless  farmed  with  greater  care. 
More  labor  is  required  to  obtain  a  larger  pro- 
duction of  food  and  of  the  raw  materials  re- 
quired in  the  industries.  Moreover,  as  the 
cities  grow  distribution  within  them  becomes 
more  costly.  It  is  evident,  therefore,  that  living 
conditions  will  g^ow  harder  for  growing  popu- 
lations unless  there  is  such  constant  improve- 
ment in  the  methods  of  production  as  will 
overcome  the  adverse  influences.  If  capital  is 
required  to  make  such  improvements,  nothing 
is  gained  by  withholding  it. 

The  Riling  Cost  of  Livins:. 

The  writer  of  the  above  editorial  indicates 
that  the  day  laborer's  chief  problem  is  to  sup- 
ply his  daily  table,  and  this  is  precisely  true, 
although  witli  cotton  and  wool  at  present 
prices  the  supply  of  clothing  is  also  a  serious 
matter.  With  the  native  forests  vanishing, 
lumber,  for  shelter,  also  costs  more.  Lunibcr 
is  manufactured  and  transported  more  eco- 
nomically than  formerly,  and  the  cheapening 
of  steel  and  cement  has  provided  economical 
substitutes,  but  these  gains  do  not  offset  for 
house-building  purposes  the  growing  scarcity 
of  timber. 

Farm  machinery  is  much  more  efficient  than 
a  generation  ago.  The  president  of  the  Inter- 
national Harvester  Company  has  recently 
stated  that  there  are  1,000,000  self-binding 
harvesters  at  work  in  this  country,  and  as  it 
would  take  at  least  two  men  to  do  the 
binding  for  each  harvester  by  hand,  the  self- 
binding  attachment  alone  saves  the  labor  in 
harvest  of  that  many.  This  same  newspaper, 
the  Des  Moines  Register,  from  which  the 
above  editorial  was  taken,  a  few  weeks  ago, 
commenting  upon  this  fact,  said : 

Two  million  men  would  be  necessary  for  the  sole 
work  of  binding  sheaves,  work  which  is  now  accom- 
plished by  machinery  without  any  labor  save  that  which 
is  employed  in  cutting  the  grain.  If  two  million  men 
would  be  required  for  bindini?  the  grain,  how  many 
would  be  needed  should  we  be  forced  to  go  back  to 
the  use  of  the  scythe  and  the  flail?  It  would  be  im- 
possible to  harvest  our  grain  crop  at  all,  except  by 
sending  back  to  the  country  a  vast  proportion  of  the 
men  who  have  gone  into  lines  of  work  calculated  to 
increase  the  comforts  of  our  modern  civilization. 

It  is  unnecessary  to  add  anything  to  this 
except  the  obvious  comment  that  although 
farm  products  have  gone  up  in  prices,  the 
masses  certainly  are  not  losers  because  capital 
has  been  saved  up  and  devoted  to  the  develop- 
ment of  farm  machinery. 

One  of  the  most  promising  developments  of 
the  present  time  is  the  farm  tractor.     Henry 


Ford  is  understood  to  have  spent  millions  upon 
his  design  for  such  a  machine,  and  scores  of 
manufacturers  were  ahead  of  him  in  the  field. 
We  would  not  venture  an  estimate  of  how 
many  millions  were  spent  upon  the  farm  trac- 
tor before  any  net  returns  were  realized,  if,  in- 
deed, any  have  been  realized,  to  this  time. 

Great  gains  have  been  made  by  the  use  of 
capital  in  handling  and  utilizing  the  cotton 
crop — in  ginning  and  compressing  the  staple, 
in  the  conversion  of  the  seed,  once  wasted,  to  a 
valuable  food  product,  and  in  the  manufacture 
of  cotton  cloth,  but  these  gains  have  been  lost 
amidst  the  rising  prices  of  raw  cotton.  One 
weaver  now  tends  twenty  to  thirty  Northrop 
automatic  looms,  an  American  invention,  but 
with  raw  cotton  at  25  cents  per  pound,  if  cloth 
was  manufactured  for  nothing,  it  would  cost 
more  than  cloth  made  twenty  years  ago  from 
raw  cotton  costing  under  10  cents. 

Transportation  Costs. 

The  railways  have  absorbed  a  vast  amount 
of  capital  in  recent  years.  The  important  ones 
have  been  virtually  rebuilt  in  order  to  allow  of 
more  enconomical  operation.  Grades  have  been 
lowered,  curves  reduced,  bridges  strengthened, 
tracks  improved,  with  the  result  that  while  in 
1896  the  average  capacity  of  freight  cars  in 
use  in  the  United  States  was  25  tons,  in  1916 
it  was  44  tons;  and  while  in  1896  the  average 
freight  train-load  for  all  roads  was  199  tons, 
in  1916  it  was  534  tons.  The  gains  in  labor 
efficiency  accomplished  by  these  investments 
are  indicated  by  the  following  figures  for  all 
the  roads : 

Total  Number      Tons  Carried  One  Mile. 
Railway  Employes.      Total.    Per  Employe. 

1896  826.620        95.328.360.000      115,323 

1906  1,521,355      215.877.551,000      141,898 

1916  1,633,106      342,494,271,000      205,842 

Notwithstanding  the  gain  in  efficiency  of 
operations  the  Interstate  Commerce  Commis- 
sion has  found  it  necessary  to  allow  freight 
charges  upon  some  of  the  roads  to  be  in- 
creased, in  order  to  overcome  the  rising 
costs  of  operations.  Total  compensation  paid 
to  employes  in  the  year  ended  June  30,  1916, 
was  200.5  greater  than  in  the  year  ended  June 
30,  1896,  and  in  the  present  year,  another  large 
increase  has  been  granted  by  the  establishment 
of  the  unit  eight-hour  day  for  train  employes. 

The  railway  facilities  of  the  country  are  not 
what  they  ought  to  be,  but  what  would  be  the 
state  of  the  country  now  but  for  the  capital 
that  has  been  poured  into  them  in  the  last 
twenty  years. 

In  practically  every  line  of  industry  im- 
portant gains  have  been  made  in  the  last 
twenty  years  by  the  investment  of  capital,  but 
an  analysis  of  costs  will  show  that  these  gains 
have  been  in  greater  or  less  degree  offset  by 
the  rising  costs  of  food  and  raw  materials. 
This  has  been  in  the  main  because  of  the  more 
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complete  occupation  of  the  country,  and  the 
fact  that  the  cheap  and  most  readily  cultivated 
lands  are  gone.  There  is  no  warrant  for  con- 
cluding that  we  need  to  save  less  capital. 
Rather,  the  deduction  is  that  we  need  a  greater 
use  of  capital  and  of  modern  organization  and 
management. 

A  Field  for  Capital. 
Mr.  V.  H.  Manning,  director  of  the  United 
States  Bureau  of  Mines,  has  issued  during  the 
last  month  a  statement  concerning  the  wasteful 
consumption  of  coal,  which  is  very  pertinent 
here.    He  says,  in  part : 

"Last  year  the  United  States  mined  600,000,000  tons  of 
coal,  the  greatest  production  ever  witnessed  in  the 
world,  and  of  this  amount  we  wasted  130,000,000  tons,  or 
25  per  cent.,  through  inefficient  use. 

"As  an  example,  in  the  modem,  efficient  power  plants 
of  the  country,  20  per  cent,  of  the  heat  in  the  coal  con- 
sumed is  converted  into  power,  whereas  in  the  small 
power  stations  the  efficiency  frequently  drops  below  10 
per  cent.  The  average  efficiency  of  all  steam  power 
plants  in  the  United  States  is  probably  5  or  6  per  cent, 
of  the  energy  of  the  coal.  If  it  were  possible  to  elevate 
the  average  efficiency  to  the  maximum  attainable,  about 
three  times  as  much  energy  would  be  available. 

The  average  efficiency  of  steam-power  plants 
is  very  much  higher  than  it  was  twenty  or 
thirty  years  ago,  and  is  improving  all  the  time, 
although  naturally  there  will  never  be  a  time 
when  there  is  not  a  great  difference  between 
the  best  and  the  poorest.  Mr.  Manning  does  a 
public  service  in  calling  attention  to  the  possi- 
bilities of  economy  in  this  respect.  We  gave 
a  statement  recently  showing  that  the  Pennsyl- 
vania Railroad  Company  had  doubled  the 
efficiency  of  coal  in  its  locomotives  in  the  last 
five  years  at  an  increase  of  about  30  per  cent, 
in  capital  investment. 

All  of  these  changes  involve  more  or  less 
scrapping  of  old  equipment,  or  which  means 
destruction  of  old  capital,  and  the  application 
of  new  savings  and  profits.  But  the  effect  is 
not  to  make  it  harder  for  the  day  laborer  to 
supply  his  daily  table  or  to  acquire  a  bath  tub. 
On  the  contrary,  it  is  by  means  of  such  invest- 
ments that  within  comparatively  recent  years 
a  home  with  a  bath  tub  has  been  brought  into 
the  workingman's  horizon.  They  make  the 
difference  between  the  lot  of  the  laborer  in  the 
United  States  and  in  the  backward  countries. 

Where  Capital  Is  Scarce. 
The  late  Professor  F.  H.  King,  of  Wisconsin 
University,  wrote  a  very  instructive  book  de- 
scriptive of  his  travels  in  Japan  and  China, 
and  he  tells  of  two  novel  scenes  which  first 
attracted  his  attention,  as  follows : 

"Everything  here  was  strange  and  the  scenes  shifted 
with  the  speed  of  the  wildest  dream.  Now  it  was  driv- 
ing piles  for  the  foundation  of  a  bridge.  A  tripod  of 
poles  was  erected  above  the  pile  and  from  it  hung  a 
puljey.  Over  the  pulley  passed  a  rope  from  the  driving 
weieht  and  from  its  end  at  the  pulley  ten  cords  ex- 
tended to  the  ground.  In  a  circle  at  the  foot  of  the 
tripod  stood  ten  agile  Japanese  women.    They  were  the 


hoisting  engine.  They  chanted  in  perfect  rhythm, 
hauled  and  stepped,  dropped  the  weight  and  hoisted 
again,  making  up  for  heavier  hammer  and  higher  drop 
by  more  blows  per  minute.  When  we  reached  Shanghai 
we  saw  the  pile  driver  being  worked  from  above. 
Fourteen  Chinese  men  stood  upon  a  raised  staging,  each 
with  a  separate  cord  passing  direct,  from  the  hand  to 
the  weight  below.  A  concerted,  half-musical  chant, 
modulated  to  relieve  monotony,  kept  all  hands  together. 
What  did  the  operation  of  tliis  machine  cost?  Thirteen 
cents,  gold,  per  man  per  day,  which  covered  fuel  and 
lubricant,  both  automatically  served.  Two  additional 
men  managed  the  piles,  two  directed  the  hammer, 
eighteen  manned  the  outfit.  Two  dollars  and  thirty- 
four  cents  per  day  covered  fuel,  superintendence  and 
repairs.  There  was  almost  no  capital  invested  in  ma- 
chinery. Men  were  plenty  and  to  spare.  Rice  was  the 
fuel,  cooked  without  salt,  boiled  stiff,  re-enforced  with 
a  bit  of  pork  or  fish,  appetized  with  salted  cabbage  or 
turnip  and  perhaps  two  or  three  of  forty  or  more  other 
vegetable  relishes."* 

It  is  safe  to  say  that  these  workers  have  not 
begun  to  think  about  bath  tubs  which  require 
the  services  of  a  plumber. 

The  Common   Interest  in  Capital  Accumulation. 

It  is  important  that  there  shall  be  generally  a 
clearer  idea  of  how  capital  is  accumulated  and 
of  the  community  services  it  renders.  Mr. 
Manning's  appeal  for  more  economical  power 
plants  is  in  the  public  interest;  he  sees  the 
waste  of  national  wealth  which  is  going  on  by 
coal  consumption  in  plants  which  utilize  only 
5  or  10  per  cent,  of  the  energy,  while  the  best 
plants  recover  20  per  cent.  There  is  a  similar 
waste  wherever  antiquated  machinery  or  anti- 
quated methods  are  used,  or  wherever  there 
is  artificial  restriction  upon  production.  The 
gains  that  may  be  made  by  improved  processes 
are  the  incentive  to  improvement.  Men  make 
fortunes  in  business  by  getting  their  costs 
down  faster  than  their  competitors,  not  by 
charging  higher  prices.  In  other  words,  for- 
tunes are  made,  not  by  taking  wealth  away 
from  anybody,  but  by  saving  wealth  which 
would  otherwise  go  to  waste,  and  when  made 
and  put  back  into  industry  they  accomplish 
further  savings. 

When  all  this  is  clearly  understood  it  will 
be  seen  that  society  cannot  afford  to  diminish 
the  incentive  to  improvements  and  that  the 
progressive  taxation  upon  profits,  which  penal- 
izes efficiency  and  favors  the  unenterprising 
and  inefficient,  as  a  permanent  policy,  is  a  mis- 
take from  the  standpoint  of  the  public.  As  a 
war  measure  and  as  applying  to  profits  en- 
hanced by  the  war,  such  a  measure  may  be 
justified,  but  the  permanent  effect  would  be 
like  that  of  the  old  rack-rent  system  of  Ireland, 
where  the  tenants  had  to  make  all  improve- 
ments and  the  improvements  were  immediately 
made  the  basis  of  higher  rents. 

Recent  dispatches  from  Washington  have 
stated  as  a  feature  of  the  price-fixing  program 
that  where  the  same  parties  were  interested 

•"Farmers  of  Forty  Centuries,"  p.  17,  published  by 
Mrs.  F.  H.  King,  Madison,  Wis. 
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both  in  the  making  of  steel  and  in  the  fabrica- 
tion of  the  same  steel  into  ships,  two  profits 
would  not  be  allowed.  This  statement  may 
not  have  been  authorized,  and  it  is  difficult  to 
believe  that  a  policy  so  short-sighted  could  be 
adopted,  but  it  has  been  advocated  upon  the 
floor  of  the  Senate.  The  effect  of  course  would 
be  to  arbitrarily  separate  the  business  of  ship- 
building from  the  business  of  making  steel, 
although  it  is  probable  that  important  econo- 
mies may  be  effected  by  joining  them. 
Improving:  Individual  Efficiency. 

The  productivity  of  industry  is  not  increased 
solely  by  the  improvement  of  tools  and  or- 
ganization. While  it  is  important  that  every 
worker  shall  be  supplied  with  the  most  effec- 
tive tools,  it  is  still  more  important  that  every 
worker  shall  be  individually  developed  to  a 
high  degree  of  intelligence  and  efficiency,  for 
that  is  not  only  a  means  to  an  end,  but  the  very 
end  itself  to  which  all  progress  should  be  di- 
rected. 

Industrial  development  of  itself  naturally 
raises  the  level  of  living  conditions,  for  there 
is  no  outlet  for  a  constantly  increasing  supply 
of  commodities  except  by  distribution  into 
consumption.  The  withholding  of  capital  from 
direct  distribution  by  investing  it  in  more  and 
improved  equipment,  as  we  have  seen,  is  not  a 
permanent  withholding,  but  eventually  in- 
creases the  supply  of  goods  for  consumption. 
But  the  increase  can  be  multiplied  over  and 
over  again  by  increasing  the  efficiency  of  the 
workers.  Employers  are  coming  to  see  that 
there  are  direct  results  in  productivity  from 
policies  which  call  out  the  willing  and  inter- 
ested co-operation  of  the  wage-earners.  The 
employers  who  lead  in  the  adoption  of  up-to- 
date  equipment  are  likely  to  also  lead  in  lib- 
eral policies  toward  labor.  It  is  becoming  a 
common  thing  for  important  business  houses 
to  provide  for  the  broad  education  of  their  em- 
ployes, on  the  ground  that  they  cannot  afTord 
to  have  inefficient  help.  This  is  a  natural  evo- 
lution, but  one  that  will  move  with  increasing 
rapidity  as  it  produces  results,  and  as  the  pro- 
gressive element  by  the  sheer  superiority  of  its 
methods  comes  into  larger  control  of  industry. 
The  employer  who  is  not  enterprising  enough 
to  have  up-to-date  equipment  cannot  survive 
in  the  long  run  against  the  competitor  who  has 
it,  and  the  employer  who  does  not  know  how 
to  win  the  loyal  support  of  his  helpers  will  fall 
behind  for  the  same  reason. 

There  is  the  same  division  of  opinion  among 
employers  as  to  policies  toward  wage-earners 
as  there  is  the  public  mind  over  the  question  of 
price-regulation,  and  in  the  public  attitude 
toward  capital-accumulations.  One  view  puts 
the  emphasis  upon  immediate  results,  upon 
division  of  the  present  product,  while  the  other 
view  emphasizes  the  possibility  of  enlarging 
the  product 


Cooperating  For  the  Loan. 

We  have  a  letter  from  one  of  the  leading 
houses  in  the  manufacture  of  clothing,  which 
tells  of  the  steps  taken  to  obtain  the  co-oper- 
ation of  its  employes  upon  subscriptions  to  the 
Liberty  Loan.  We  give  an  extract  as  illustra- 
tive of  the  new  spirit  which  we  believe  to  be 
significant  of  better  relations  in  industry : 

We  not  only  agreed  to  receive  their  subscriptions  on 
easy  installment  payments  with  interest  on  credit 
balances,  but  increased  the  attractiveness  of  such  sub- 
scriptions by  agreeing  to  complete  the  payments  our- 
selves for  any  employe  who  died  before  the  bonds  were 
fully  paid  for,  and  deliver  same  to  his  heirs.  This 
feature,  together  with  the  oral  explanation  which  I 
made  to  all  the  people  in  their  work  shops,  resulted  in 
very  great  enthusiasm,  and  more  than  doubled  the  num- 
ber of  subscriptions  anticipated.  The  full  amount  from 
our  8,000  employes  was  over  $200,000.  Moreover,  care 
was  taken  in  the  talks  which  were  made  to  them  to  ex- 
plain carefully  the  reasons  for  the  war  and  the  effect  of 
their  subscriptions  upon  the  prospects  of  early  peace. 
There  had  previously  been  considerable  pro-German 
propaganda  in  the  shop  in  the  disguise  of  pacifism, 
which  subsided  in  the  face  of  the  patriotic  enthusiasm 
aroused  by  the  Loan. 

Inasmuch  as  there  may  be  future  need  for  urging 
universal  participation  in  the  government  loan,  I  com- 
mend the  life  insurance  feature  and  thrift  propaganda 
as  means  of  stimulating  interest  in  the  proposition. 

This  picture  of  employer  and  employe  co- 
operating for  the  support  of  the  government  is 
a  pleasing  one,  and  there  were  thousands  of 
similar  cases. 

Lessons  of  the  War. 

The  last  three  years  have  afforded  a  clear 
demonstration  of  how  the  welfare  of  the  world 
depends  upon  current  production,  and  that  the 
productive  capacity  of  all  countries  may  be 
enormously  increased  under  the  pressure  of  a 
necessity  which  comes  home  to  all.  We  ap- 
preciate now  that  every  individual  grower  of 
the  staple  foodstuffs  contributes  to  the  com- 
mon fund,  and  that  all  the  world  is  interested 
in  his  efficiency.  Despite  the  withdrawal  of  so 
many  men  from  industry,  and  the  vast  require- 
ments of  the  armies,  an  astonishing  amount  of 
regular  business  goes  on.  The  explanation  is 
that  industry  has  become  more  efficient.  Old 
methods,  old  machinery  and  old  restrictions 
have  been  discarded,  and  the  people  are  work- 
ing with  an  energy  and  spirit  of  co-operation 
that  did  not  exist  before. 

Mr.  John  Hodge,  British  Minister  for  Labor, 
has  written  of  the  situation  as  follows : 

These  three  years  of  war  have  driven  certain  con- 
clusions home  upon  me,  and,  I  believe,  upon  many 
others,  both  employers  and  labor  men,  in  this  country. 
The  first  of  these  is  that  labor  must  give  up  its  old  re- 
strictive attitude.  The  second  is  that  capital  must  be- 
come willing  liberally  to  renumerate  extra  effort  and 
extra  exertion  on  the  part  of  labor.  Any  modem  nation 
can  only  reach  the  maximum  amount  of  wealth  and 
happiness  by  producing  the  maximum  amount  of  goods. 
War  experience  has  opened  our  eyes  to  what  we  can 
do  in  Great  Britain.  We  shall  not  readily  forget  the 
lesson.  '. 
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There  can  be  no  question  that  if  all  classes 
could  have  their  interest  centered  upon  the 
enormous  possibilities  which  lie  in  perfecting 
the  industrial  organization  and  increasing  the 
output  of  necessities  and  comforts,  the  results 
would  be  revolutionary.  Discussion  commonly 
assumes  that  production  is  a  matter  of  routine, 
that  it  goes  on  about  the  same  at  all  times  and 
under  all  conditions,  and  that  distribution  is 
the  thing  to  be  looked  after.    The  truth  is  that 


masses 


improvement  in  the  condition  of  the 
depends  upon  increasing  production,  and  that 
this  is  woefully  hampered  by  friction,  mis- 
understanding and  ignorance  on  both  sides 
throughout  industry.  The  wastes  of  the  war 
are  very  great,  and  great  burdens  will  remain 
when  the  war  is  over,  but  it  is  well  within  the 
possibilities  to  meet  all  these  losses  and  bur- 
dens by  improvements  in  the  methods  of  pro- 
duction. 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  JULY  27,  1917. 
(In  Thousands  of  Dollars) 


S£SOURC£S 

Gold  coin  and  certificates 

Boston 

22.686 
8.M1 

3.0.5 

45.171 

21.601 
4L8 

N.Y. 

234,737 

120.367 

18  112 

Phfla 

41.215 
20  2o2 

s.g:s 

Clev-d 

SS.S42 
45.443 

4725 

Rlcb-d 

6.450 

43 .800 

1837 

Atlanta 

7.613 
7,921 
1.5T5 

Chicago 

39.744 

53  086 

7.350 

St  Louis 

4.752 
23  888 
2.10O 

M'npl's 

17,792 
11.476 
2.  ICO 

Kas.Clty 

8.622 
39.140 
2.625 

Dallas 

14.195 
8.674 
1.838 

S.Fr'sco 

19.717 

22.901 

2,888 

Total 
460.764 

Gold  Settlement  Fund 

Gold  wiUi  f  oreien  asenciea 

405.739 
52.500 

Total  cold  held  by  banks 
Gold  with  Federal  Reserve 

373216 

178.670 
52S0 

66.122 

83J06 
4  0 

83,510 

80,880 
22 

62.087 

7,483 
854 

17,100 

18.072 
851 

100,180 

56,653 

236 

30.740 

14.911 
390 

31,388 

21,366 

338 

50,287 

14,635 

431 

24,707 

15,624 
170 

45,506 

26,103 
17 

819,003 
434.193 

Gold  Redemption  Fund  . . 

9  067 

Total  flrold  reserves. . 

LenI  tender  notes.  Silver. 

etc 

67,600 
2.662 

653.136 
37.301 

98,477 
1.480 

114,412 
519 

60.424 
200 

85.632 

694 

157,069 
2.425 

46  041 
2  951 

63.072 
252 

53  324 

10.635 

305 

65.413 

478 

40,501 
1.320 

71,626 
127 

1,362.268 
61.789 

Total  Reaerrea 

Bills  discounted.  Members 
Bills  boogbt  in  openmark't 

71,512 
13.7SI 
16.706 

686.527 
16.107 
(6.606 

90.667 
0526 
14.546 

114,981 
7,968 
12  287 

60.624 

14,381 

4.206 

88.726 
5.C04 
1,310 

.160,494 
20,178 
26.757 

48.992 
11.515 
4.127 

65.891 

11.529 
12.525 

41.821 
4.847 
2.702 

71.753 
9.338 
3.821 

1.414.052 

138.459 

196.097 

Total  bills  on  bsnd. . 
U.  S.  Govemm't  long-term 

securities 

U  SUovemm'tsbort-tenn 

securities    

30.437 

530 

2.104 

114,818 

1,806 

tMO 
50 

24^71 

648 

IMS 
IZS 

20,256 
6.918 

2JS3 

l.KO 

18,687 

1,113 

1,969 
115 

6,914 

608 

1.584 

46.935 
11,600 
4,408 

15,612 
2,266 
1,524 

lOMO 
1.850 
2.015 

24,054 
8,849 
1,784 

7,649 

3,970 

1,430 
43 

13,159 
2.429 
3,443 

c.333,566 
4U36 

35,818 

Municipal  Warranta. 

1.4B9 

Total  EamlneAaaeta 
Duelr.  olhrr  F.  U.  Bks.  net 
Uncollected  items 

33,161 

6,C03 
15.298 

43.688 

27J28 
24.247 

80  208 
8.062 
18.677 

21,829 
11.200 

9.196 
4.967 
10.660 

62.«63 
21.256 
40.218 

19,432 
161 

9.574 

14,814 
4.901 

4,901 
62 

34,687 
9.689 

9,689 

400 

23 

13,095 
6.521 

19  036 
9.834 
10.175 

411.978 

bll.106 

204.766 

Total  deductions  from 

eroaa  dcposita 

St  redemption  fund— F.  K. 

21,601 

431686 

34.247 

21.638 
7* 

11,200 
97 

15,827 
80 

61,473 

9.738 
271 

6,521 

100 
445 

20,009 

183,650 
600 

All  other  reaourcea. 

1057 

TOTAL  RESOURCES 

12aj574 

760.482 

injao 

106  855 

93,744 

61,128 

288.920 

78,430 

73.101 

110.700 

61.982 

110.768 

2.021237 

Capital  Paid  in 

6,1*4 
11,636 

72J86 
10J28 

12.067 
16,113 

444,460 

8.451 
28.876 
84.668 

5.276 
l,»ti 

67,541 

22,856 
12.771 

104,612 
41,426 

217 

6.366 

7,671 

100,942 
14J66 

8,444 
16,180 

86,724 

10,860 
7.U0 

2.887 
8.341 

2SA)3 
5,087 

7.466 
88.448 

150,831 
16,368 

3.267 
2,474 

45,580 
8,707 

2.5"0 
6,006 

86.618 

3.987 

7if9 

3.175 
7.374 

85.612 

7,072 
63 

2.757 
6,728 

28,956 
8.573 

i.&ro 

3.968 
18,208 

59.875 

96 
6,512 

57.825 

Gavemmeot  Dcposita 

Due  to  members-reserve 

account 

Due  to  nonmember  banks 

143,032 

U35,456 

8.547 

Collection  Items 

Due  to  oUier  F.  K.  Bk's  net 

137,815 

Total  Gross  Deposita 

F.  U.  Notes  in  actual  cir- 
culation.                      .  . 

04,648 
26.484 

808 

532,686 
213,183 

1.618 

123.008 
37,483 

73,754 
17,S48 

38,832 
19,910 

207,640 
68,812 

8 

66,761 
16,402 

46,312 
24.269 

80.121 
24,946 
2,459 

40.764 
18,461 

83,691 
23,097 

42 

1,424,850 

(a)534,015 

F.  R.  Bank  Notes  In  circu- 
lation net  liability 

All  other  Liabiliiirs  Incl. 
Foreisn  Govem't  credita 

2,459 
2.088 

TOTAL  LTABILmES 

126.S74 

756.4(3 

1  St. COO 

166.855 

S3.7U 

(1.129 

283  J20 

78.430 

73.101 

110.700 

61.982 

110.798 

2.021,237 

(a) 

(bl 


(e) 


Total  Reserve  notes  in  circulation,  534.016 

Difterenca  between  net  amounta  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  11,106:  The  Gold  Reserve  asalnst 

net  deposit  Ltabllilles  is  74.61;  Gold  and  lawful  money  reserve  asainst  net  deposit  liabiUties  78.85.      Gold  Reserve  against  Federal 

Reserve  Notes  In  actual  circulation.  83.0*. 

Bills  discounted  and  boucfat;  municipal  warranta:  1—16  days  115.544;  16-30  days  44,850;  31—60  days  95.459:  ei— 00  days  73.913;  over 

80  days  5.358.    Total  f 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"City  BanK  Service." 


EVERY  institution  or  individual  investing  funds  in 
bonds  or  short  term  notes  in  reality  loans  money 
to  the  government,  state,  city,  railroad  or  other 
corporation  issuing  the  security. 

The  funds  borrowed  in  this  way  become  active  in  the 
developement  of  industry. 

The  purpose  of  The  National  City  Company  is  to 
analyze  and  to  select  issues  which  seem  sound  and 
conservative  for  the  investor  and  to  secure  for  him 
an  adequate  interest  rate. 

The  offering  of  bonds  and  short  term  notes  which  this 
Company  makes  should  be  of  interest  to  each  investor. 

Requests  for  The  August  offering  D-59  will  receive  immediate  attention. 


The  National  City  Company 

Nadonal  City  Bank  Building,  New  York 


CORRESPONDENT  OFF 

CES 

PniLADKLrHU,  Va. 

1421  ChMnal  Si. 

Boston.  Mass. 
10  Sum  Street 

BALTiyoRE,  Md. 

Muiuegr  BIdg. 

Cricaco.  Ill, 
137  So.  La  Salle  St. 

Sah  Fhancisco,  Cai_ 
i24  California  St. 

PimmimcH.  Pa. 
Timm  Buk  Bldf. 

AuiAiiT.  N.  y. 
Douo  BIdg. 

BUFTALO.  N.  Y. 

Marine  Bank  BIdg. 

Clktkiju>id,  Ohio 
Guardian  BIdg. 

DcTHoiT,  Mien, 
nime  Bank  BIdg. 

Miaeim  B>iik  BIdg. 

Kaksas  Citt,  Mo. 
Republic  BIdg. 

SlATTu.  Wash. 
Hoge  BIdg. 

MlNNEAPOUa.  Mim. 
McKnighl  BIdg. 

Wabhincton,  D.  C. 
Til.lSlh  St.  N.  W. 

PoiTLUtD.  Om. 
Rulwaj  Eicbuifa  Bld(. 

Atlajvta,  Ga. 
Tnisl  Co.  of  CMrgia  Bldg. 

Los  AncEUES.  Cal. 
HibenUn  BIdg. 

St.  Louis.  Mo. 
Bank  of  Coramerce  BIdg. 

DsNVKii,  Colo. 
FirM  NaU.  Bank  BIdg. 

LoHSOll,  Ens.  3  Loobard  Sueet 
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Economic  Conditions 
Governmental  Finance 
United  States  Securities 


General  Business  Conditions. 

THE  most  important  feature  of  the 
business  situation  is  the  gratifying 
progress  made  by  the  crops  during 
the  last  month.  The  small  grain  is 
now  harvested.  Wheat  is  threshing 
out  better  than  expected,  oats  are  a  tremen- 
dous crop,  big  in  yield  and  fine  in  quality,  and 
barley  and  rye  are  good.  Corn  only  wants  to 
be  let  alone  by  the  frost  to  make  a  crop  larger 
than  the  record  by  300,000,000  bushels,  and 
larger  than  last  year's  by  800,000,000  bushels. 
Potatoes,  beans,  garden  products  and  fruits 
will  be  in  abundant  supply.  The  pack  of  all 
kinds  of  canned  and  dried  goods  will  be  much 
larger  than  usual,  but  is  being  put  up  on  a 
higher  basis  of  costs  than  usual. 

The  price  of  old  corn  in  Chicago  is  down' 
about  SO  cents  per  bushel  from  the  top,  to 
about  $1.80  per  bushel,  and  the  new  crop  for 
December  delivery  is  down  to  about  $1.08  per 
bushel.  Meats,  however,  will  be  higher  for 
some  time,  as  many  cattle  and  hogs  have  been 
sacrificed  in  an  unfinished  condition,  on  ac- 
count of  the  high  price  of  all  kinds  of  feed. 
Hogs  have  sold  up  to  $20  per  hundred  weight 
at  Chicago  during  recent  weeks  upon  small 
receipts,  but  from  this  there  has  been  a  reac- 
tion to  about  $18.00.  Well  posted  persons  say 
that  there  are  fewer  corn-fed  cattle  in  feeders' 
hands  than  at  any  previous  time  since  the  beef- 
making  industry  was  well  established. 

The  cotton  crop  promises  very  well  east  of 
the  Mississippi  River,  but  has  suffered  from 
drought  in  Texas.  It  is  now  thought  probable 
that  the  yield  will  be  above  either  that  of  last 
year  or  the  previous  year,  and  as  the  South 
has  undoubtedly  raised  more  of  the  food  crops 
than  heretofore  the  outlook  for  that  section  is 
very  good.  A  crop  of  14,000,000  bales  is  pos- 
sible, which  will  about  meet  consumptive  re- 
quirements and  promises  very  remunerative 
returns  to  the  producers.  The  market  is  down 
several  cents  from  the  top,  closing  the  month 
at  about  22  cents  per  pound. 

To  sum  up,  the  yield  of  agricultural  products 
now  promises  to  be  large,  and  with  prevailing 
prices  the  purchasing  power  of  the  agricultural 
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districts  in  the  coming  year  will  be  beyond 
all  past  experience. 

This  situation  is  very  reassuring  because  it 
puts  a  solid  basis  under  business  for  the  com- 
ing year.  It  means  that  a  great  reserve  of 
purchasing  power  exists  in  the  country,  more 
in  fact  than  can  be  exercised  with  the  present 
war  requirements.  It  should  put  the  farming 
industry  permanently  on  a  better  basis  finan- 
cially. Moreover,  although  agricultural  prod- 
ucts will  bring  prices  which,  taken  together 
with  the  large  yield,  will  be  very  remunerative 
to  the  growers,  the  supply  is  sufficient  to  meet 
the  needs  of  the  population,  and  to  give  assur- 
ance that  the  necessaries  as  a  rule  will  not 
average  higher  than  during  the  last  year,  and 
in  most  cases  should  be  lower. 

The  best  criterion  as  to  general  trade  is  to 
be  found  in  railway  traffic,  which  is  constantly 
up  to  the  capacity  of  the  roads,  and  for  June 
was  26  per  cent,  above  the  tonnage  of  the  same 
month  last  year.  There  would  be  more  if  they 
could  handle  it.  The  companies  are  straining 
every  resource,  and  the  public  is  cooperatmg 
by  loading  cars  more  heavily,  but  in  many 
instances  production  is  still  held  in  check  by 
the  inability  of  the  roads  to  move  materials. 

Labor  troubles  continue  to  give  embarrass- 
ment, particularly  in  the  copper  mining  and 
lumber  districts  of  the  West.  Lumber  produc- 
tion has  been  seriously  hampered  in  the  Pa- 
cific northwest.  It  is  to  be  hoped  that  with 
prices  for  the  common  articles  of  food  upon  a 
more  normal  basis  the  industrial  situation  will 
be  less  strained. 

Government  Finance. 

The  Secretary  of  the  Treasury  in  July  sub- 
mitted to  Congress  a  detailed  estimate  of  the 
expenditures  of  the  government  to  June  30, 
1918,  for  war  and  civil  purposes,  but  not  in- 
cluding loans  to  allies,  which  aggregated  $10,- 
735,807,000,  and  estimated  the  revenues  under 
existing  laws  at  $1,300,000,000.  Apparently 
these  estimates  have  been  very  considerably 
increased. 

The  following  table  shows  the  plans  sub- 
mitted for  raising  in  all  nearly  $22,000,000,000 : 


Thoge  desiring  this  Bulletin  sent  them  regularly  will  receive  it  without  charge  upon  application 


Bonds  for  loans  to  Allies 

Certificates  of  indebtedness 

Bonds  for  general  purposes 

War  Savings  Certificates 

Current  expenses,  exclusive  of  war. 

Pending  revenue  bill 

Bonds  for  conversion  (*) 


Authorised 

$3,000,000,000 

2,000.000.000 

2,000,000,001) 

'i,366,'obb',666 


Proposed 

$4,000,000,000 

2,000,000.000 

2,000,000,000 

2,000,000,000 

'ijmmm 

538.945,460 


Total 

To  June  30,1918 

$7,000,000,000 

4,000,000,000 

4.000.000,000 

2,000,000,000 

1,300,000,000 

3,000.000,000 

538.945,460 


$8,300,000,000        $13,538,945,460        $21,838,945,460 


(*)  Panama  Canal 

Naval  construction  ■ 

Mexican  Border.  D.  W.  Indies  and  Alaskan  Ry.. 
Panama  Canal  3s— Issued  1916 


$225,000,000 

150,000,000 

100,000,000 

63,945.460 

$538,945,460 


In  the  war  expenditures  are  included  $176,- 
000,000  for  the  new  insurance  bill  and  $1,000,- 
000,000  for  the  Shipping  Board.  The  plan  for 
the  war  savings  certificates  is  that  they  be 
placed  on  sale  at  all  post  offices  and  be  issued 
in  denominations  as  low  as  $5  or  even  $1 ;  that 
sales  to  one  person  be  limited,  probably,  to  one 
thousand  dollars. 

It  is  likely  that  the  actual  disbursement  of 
these  sums  will  extend  beyond  the  present  fis- 
cal year,  but  the  appropriations  must  be  made 
in  order  that  contracts  may  be  authorized.  The 
recent  additions  are  largely  for  merchant  ship- 
ping, which  will  be  of  permanent  capital  value. 

The  sums  required  are  enormous  but  in 
measuring  the  ability  of  the  country  to  raise 
them  it  is  to  be  considered  that  the  real  prob- 
lem is  that  of  supplying  at  present  prices  the 
amount  of  equipment,  materials  and  services 
which  these  estimates  contemplate.  Prices  for 
everything  are  high,  and  the  production  of  the 
country  in  all  lines  is  greater  than  ever  before. 
It  must  be  sustained  and  increased,  and  our 
consumption  for  non-essential  purposes  must 
be  reduced,  in  order  that  the  war  demands 
may  be  met. 

While  in  the  last  analysis  the  task  is  that  of 
producing  war  supplies  for  our  own  armies 
and  those  of  our  allies  to  the  amount  named, 
the  effort  is  complicated  by  the  fact  that  the 
money  for  making  the  payments  must  be  raised 
in  large  part  by  voluntary  subscriptions  to 
the  government's  loans.  The  fact  that  the 
money  will  be  paid  out  to  our  own  industries 
simpifies  the  task,  and  beyond  question  makes 
it  possible,  but  since  the  benefits  of  these  ex- 
penditures will  flow  to  every  class  and  locality, 
it  follows  that  every  class  and  locality  must 
cooperate  fully  in  returning  the  funds  to  the 
Treasury. 

The  next  loan  is  expected  to  be  for  $3,000,- 
000,000  and  to  come  on  in  the  latter  part  of 
October. 

Price-Fixing  and  Taxation. 

Price-fixing  at  the  hands  of  the  government 
authorities  and  the  new  measures  for  taxation 
are  still  factors  of  uncertainty  in  business  cal- 


culations. The  authorities  will  closely  supervise 
the  movement  of  the  wheat  crop  out  of  first 
hands,  through  the  process  of  manufacture  into 
flour,  and  through  distribution  to  consumption, 
determining  the  profit  of  every  handler.  An 
elaborate  organization  has  been  formed  for  this 
purpose,  mainly  composed  of  business  men  who 
give  their  services  without  compensation,  and 
the  grain  and  flour  dealers  have  accepted  the 
plan  cheerfully,  agreeing  to  cooperate.  The 
scheme  is  an  emergency  one,  impracticable  as  a 
permanent  policy,  but  it  will  have  the  gratuitous 
aid  of  the  most  expert  business  talent  in  the 
country,  and  it  will  give  assurance  to  the  public 
that  there  will  be  no  speculative  profits  in  hand- 
ling wheat  or  flour.  In  the  present  state  of  pub- 
lic temper  this  assurance  is  worth  much,  even 
though  it  does  not  follow  that  the  handling  will 
be  done  with  any  actual  saving  to  the  public  over 
the  cost  by  the  ordinary  methods.  The  price  of 
grain  fluctuates  naturally  throughout  the  year, 
with  prospects  for  crops  in  all  producing  coun- 
tries, and  the  carrying  of  grain  for  future  con- 
sumption is  necessarily  a  speculation.  When 
crops  are  good,  prices  decline  and  loss  ensues  to 
those  who  have  stocks;  when  crops  are  poor, 
prices  advance  and  gains  are  realized.  The  fluc- 
tuations are  downward  as  often  as  they  are  up- 
ward. 

The  price  of  wheat  to  July  1,  1918,  has  been 
fixed  at  $2.20  per  bushel  at  Chicago  for  No.  1 
Northern  Spring,  or  its  equivalent. 

The  British  government  was  able  to  sell  wheat 
for  a  time  last  spring  lower  than  it  was  selling  in 
the  United  States  because  it  had  a  stock  on  hand 
purchased  months  before  at  lower  prices.  But 
if  it  did  not  take  a  profit  on  a  rising  market,  it 
would  have  no  reserve  to  save  itself  from  loss 
on  a  falling  market,  and  in  presenting  its  plan 
of  operations  to  Parliament  the  government 
frankly  admitted  that  it  proposed  to  stabilize  the 
price  of  bread,  meeting  any  deficit  that  might 
arise  in  its  operations  from  Treasury  funds. 

The  price  of  coal  has  now  been  fixed  by  an 
order  of  the  President,  varying  with  different 
fields.  The  price  of  steel  is  under  inquiry  and 
may  be  authoritatively  fixed  for  government  use. 
There  is  every  reason  to  believe  that  tlie  authori- 


ties  will  be  guided  in  this  policy  by  what  they 
conceive  to  be  the  best  interests  of  the  public, 
and  that  they  will  seek  to  make  prices  that  are 
fair  to  producers,  but  the  whole  policy  is  an  ex- 
periment, and  unless  it  is  carried  to  extremes  and 
the  results  are  very  pronounced  it  will  never  be 
known  whether  the  experiment  is  successful  or 
not.  That  is  to  say,  it  will  never  be  known 
whether  the  net  final  results  are  more  advan- 
tageous than  the  results  that  would  have  fol- 
lowed upon  natural  prices.  It  is  not  by  any 
means  certain  that  prices  made  artificially  low 
are  the  most  desirable.  Prices  have  an  important 
function  in  bringing  supply  and  demand  into 
equilibrium,  adjusting  them  to  each  other. 

The  Senate  still  has  the  revenue  bill  under  con- 
sideration, debating  proposals  to  increase  the 
levies  upon  incomes  and  profits.  In  the  nature 
of  this  problem  it  is  very  difficult  to  have  these 
proposals  judged  upon  their  merits.  The  advo- 
cates of  extreme  levies  upon  profits  insist  upon 
viewing  book  profits  as  on  hand  in  cash,  about  to 
be  withdrawn  and  devoted  to  the  personal  benefit 
of  the  shareholders,  but  the  fact  is  that  in  the 
present  condition  of  industry  they  are  in  actual 
use,  and  necessary  in  most  cases  to  the  eflFectual 
conduct  of  the  industries.  For  the  second  time 
since  the  war  began  tlie  Bethlehem  Steel  Com- 
pany is  now  going  to  the  public  market  with  its 
securities,  to  raise  money  to  carry  on  and  enlarge 
its  business.  The  enlargement  of  industrial  cap- 
acity at  this  time  is  not  something  that  concerns 
only  the  proprietors;  these  industries  in  peculiar 
degree  are  public  industries  in  the  sense  that 
they  are  producing  supplies  to  carry  on  the  war. 
The  enlargements  are  made  upon  a  level  of  costs 
probably  50  per  cent,  above  normal,  and  nobody 
knows  what  these  investments  will  be  worth 
after  the  war.  If  an  industry  like  Bethlehem 
.Steel  puts  all  of  its  current  profits  into  enlarge- 
ments, and  borrows  money  to  pay  taxes  equal  to 
50  per  cent.,  or  more,  of  those  profits,  and  after 
the  war  finds  that  the  value  of  the  new  invest- 
ment has  depreciated  50  per  cent.,  or  more,  or  is 
actually  unproductive,  what  will  its  position  be? 
The  profits  which  Senators  are  naming  are  in 
many  instances  paper  profits,  which  stockholders 
have  not  seen  and  never  will  see,  because  the 
shrinkage  in  the  value  of  inventories  and  plant 
investments  will  cause  them  to  disappear. 

The  British  Tax. 

A  favorite  argument  for  high  taxes  has  been 
that  the  British  government  has  exacted  80  per 
cent,  of  the  profits  in  excess  of  the  pre-war  level, 
"without  unfavorable  effects."  This  80  per  cent, 
rate  was  contained  in  the  Budget  submitted  to 
Parliament  last  April,  but  it  was  not  adopted 
until  Augtist  and  has  been  in  effect  less  than  a 
month.  Evidently  it  is  too  early  to  report  on  the 
effects.  Moreover,  the  British  government  has 
been  at  war  three  years,  and  has  carried  the  ex- 
pansion of  its  industries  a  long  way,  and  finally, 


to  make  the  situation  comparable  it  would  be 
necessary  to  know  the  full  terms  of  the  treatment 
accorded  companies  handling  war  business,  and 
particularly  in  regard  to  profits  reinvested  for 
the  enlargement  of  output. 

The  Money  Market. 

The  money  market  has  become  firmer  in  the 
last  month,  reflecting  the  heavy  fall  demands 
which  are  foreseen.  Five  per  cent,  is  the  mini- 
mum rate  for  time  money,  while  the  call  rate 
has  been  fluctuating  around  three  per  cent., 
but  closed  the  month  at  4i/^%  to  6%. 

Reports  from  throughout  the  country  indi- 
cate that  banks  are  in  comfortable  position, 
although  well  loaned  up  at  the  centers.  Coun- 
try banks  are  easier  and  expecting  a  great  in- 
crease of  deposits  when  the  crops  are  moved. 

The  abstract  of  the  condition  of  banks  in  the 
Federal  reserve  system  on  June  20th,  issued 
by  the  Comptroller,  shows  that  on  that  date 
all  members  held  $859,421,000  in  excess  of  the 
required  reserves,  as  compared  with  $987,- 
763,000  on  May  1st.  Country  banks  held  an 
average  reserve  of  24.05  per  cent.,  of  which  6.56 
per  cent,  was  in  vault,  8.14  per  cent,  was  in 
Federal  reserve  banks  and  8.21  per  cent,  was 
with  approved  reserve  agents.  Reserve  city 
banks  held  21.68  per  cent.,  of  which  6.31  per 
cent,  was  in  banks,  8.03  was  in  Federal  reserve 
banks,  and  8.11  was  with  approved  reserve 
agents.  Central  reserve  city  banks  held  20.47 
per  cent. 

The  report  of  the  Federal  reserve  banks  for 
August  24th  showed  bills  discounted  for  mem- 
bers down  to  $128,407,000,  and  bills  bought  in 
the  open  market  at  $159,557,000,  the  lowest 
point  reached  since  the  Liberty  Loan  was 
closed.  These  banks  are  in  strong  position  to 
go  into  the  fall  season,  and  there  should  be  no 
hesitation  on  the  part  of  member  banks  to  use 
their  facilities  to  handle  the  legitimate  fall 
business.  It  is  evident  that  the  demands  upon 
the  banking  facilities  of  the  country  will  be 
very  great  in  the  months  intervening  between 
now  and  the  new  year.  A  great  crop  has  been 
produced,  and  owing  to  the  high  prices  at 
which  it  will  be  moved  approximately  twice  as 
much  money  and  credit  will  be  required  to 
handle  a  given  quantity  as  in  ordinary  years. 
The  industries,  for  the  same  reasons,  will  re- 
quire more  working  capital  than  ever,  and  as 
trade  will  be  active  merchants'  stocks  will 
have  to  be  large,  and  will  run  into  unusual 
values.  Finally,  there  will  be  the  new  govern- 
ment loan,  calling  for  an  unprecedented  sum. 
These  demands  altogether  look  formidable, 
and  unquestionably  they  mean  that  the  bank- 
ers must  be  alive  to  the  task  which  devolves 
upon  them,  and  make  intelligent  use  of  the 
facilities  of  the  reserve  system.  All  of  these 
requirements  can  be  met  by  the  shifting  of 
credit  within  the  country,  and  if  good  sense 
prevails  that  credit  will  be  self-liquidating. 


The  Bank  of  Charleston,  South  Carolina,  has 
issued  a  statement  recently  which  illustrates 
the  situation.    It  says,  in  part : 

"The  average  value  of  our  cotton  crop,  lint  and  seed 
is  $90,000,000,  and  the  average  debt  against  the  crop 
before  it  is  Rathered  Is  $75,000,000,  leaving  an  average 
surplus  of  $15,000,000.  This  year  the  crop  is  in  a  fair 
condition;  prices  are  so  much  higher  than  usual  for 
both  cotton  and  seed  that  unless  some  disaster  occurs 
we  may  expect  from  our  cotton  crop  $165,000,000;  and 
from  what  I  can  learn  the  debt  this  year  is  no  larger 
than  the  average,  $75,000,000,  which  will  leave  a  surplus 
of  $90,000,000.  This  will  give  all  of  our  people  more 
money  at  one  time  than  we  have  ever  seen  before,  and 
we  ought  to  be  thinking  and  making  plans  as  to  what 
we  are  going  to  do.  1  earnestly  recommend  that  for 
our  customers  the  best  investment  they  can  make  is  to 
purchase  their  own  obligations— that  is,  pay  their  debts. 
If  this  comes  to  pass,  all  of  the  banks  in  our  State  will 
have  more  money  than  they  can  profitably  use  at  home, 
and  it  will  be  necessary  to  find  outlets  for  it." 

What  is  true  of  .South  Carolina  is  doubtless 
true  of  the  agricultural  sections  generally.  If 
the  crop  moves  rapidly  an  unusual  amount  of 
bank  credit  will  be  required  for  a  time,  but  the 
crop  will  liquidate  it  and  give  a  surplus  for  the 
liquidation  of  older  indebtedness. 

There  need  be  no  anxiety  about  the  ex- 
pansion of  credit  to  handle  the  crops  or  the 
strictly  necessary  exchanges  of  the  country,  • 
provided  that  everywhere  the  advice  given  in 
the  above  extract  is  acted  upon,  and  the  people 
take  advantage  of  these  high  prices  to  pay 
their  debts.  The  danger  in  all  such  periods  is 
that  people  may  use  their  new  resources  to 
assist  them  in  going  further  into  debt.  If  debt- 
paying  is  the  rule,  the  final  result  of  the  big 
crop  and  high  prices  will  be  the  release  of  a 
large  amount  of  credit  which  will  be  available 
for  the  government  loans. 

The  Supply  of  Currency. 

In  so  far  as  an  increased  amount  of  currency 
is  wanted,  it  should  be  supplied  in  Federal  re- 
serve notes.  This  is  a  matter  in  which  every 
bank  in  the  country  should  lend  its  coopera- 
tion. These  notes  are  just  as  good  in  circula- 
tion as  reserve  money,  and  the  latter  should 
be  withdrawn  from  circulation  at  every  oppor- 
tunity and  forwarded  to  the  Federal  reserve 
banks,  thus  broadening  the  base  under  the 
credit  structure. 

Now  that  state  banks  and  trust  companies 
are  permitted  to  join  the  Federal  reserve  sys- 
tem without  surrendering  any  of  the  privileges 
they  now  enjoj',  and  even  have  the  privilege  of 
withdrawing  from  the  system  later  if  they 
choose  to  do  so,  there  seems  to  be  no  good 
reason  why  a  general  consolidation  of  the 
banking  reserves  of  the  country  should  not  be 
effected.  It  would  not  only  increase  the  com- 
mon sense  of  security  throughout  the  country, 
which  is  of  importance  to  all  bankers,  but  it 
would  add  greatly  to  the  financial  prestige  of 
the  coiintry  in  its  international  position.  This 
is  no  time  to  hold  back  from  any  step  which 


will  strengfthen  the  financial  organization  of 
the  country.  Each  banker  should  do  that 
which  he  knows  it  is  in  the  public  interest  for 
all  bankers  to  do. 

All  of  the  reserve  banks  are  earning  more 
than  six  per  cent,  on  their  capital  now,  and  will 
soon  be  accumulating  surplus  funds  which  will 
serve  to  stabilize  their  dividends  in  the  future. 

The  International  Exchanjjes. 

The  foreign  exchanges  have  been  of  late  the 
occasion  of  no  little  perplexity.  Exchange  on 
the  United  States  is  now  at  a  discount  gener- 
ally, in  neutral  countries,  notwithstanding  the 
fact  that  the  balance  of  trade  between  this 
country  and  the  rest  of  the  world  for  the  fiscal 
year  ended  June  30th  last  reached  the  enor- 
mous total  of  $3,634,828,870.  The  explanation 
is  to  be  found  ita  the  relations  between  the  dol- 
lar and  the  pound  sterling.  Extraordinary 
efforts  have  been  put  forth  to  sustain  the 
pound  sterling  in  this  market.  The  British 
government  has  bought  or  borrowed  American 
securities  from  its  citizens  on  a  great  scale, 
which  have  been  sold  or  pledged  in  this  coun- 
try, borrowed  heavily,  and  shipped  enormous 
amounts  of  gold  to  New  York  for  this  purpose, 
and  the  exchange  rate  has  been  stabilized 
within  about  two  per  cent,  of  the  parity.  For 
various  reasons  it  has  not  been  so  well  sus- 
tained in  other  markets,  with  the  result  that 
exchange  dealers  in  Madrid,  Yokahama,  and 
other  financial  centers  have  sold  sterling  ex- 
change in  New  York  not  only  to  settle  any 
indebtedness  those  markets  might  have  to  this 
country  on  direct  trade,  but  in  large  additional 
amounts.  In  short,  this  being  the  best  place  to 
realize  on  sterling  exchange  it  comes  here  from 
all  quarters.  Any  restrictions  which  London 
may  place  upon  gold  exports  to  other  countries 
are  evaded  by  selling  sterling  in  New  York 
and  taking  gold  from  here. 

This  proceeding  has  not  been  pleasing  either 
to  London  or  New  York.  The  former  is 
anxious  not  only  to  sustain  the  rate  of  ex- 
change with  New  York,  on  account  of  its  great 
purchases  here,  but  to  keep  this  money  market 
easy  to  facilitate  its  borrowing.  The  leakage 
of  gold  from  here  counteracts  its  efforts.  On 
the  other  hand,  neither  the  Treasury  authori- 
ties nor  bankers  of  this  country  relish  having 
this  country's  gold  stock  drawn  on  to  settle 
the  trade  balance  of  Great  Britain. 

Shipping  conditions  in  themselves,  with 
high  insurance  rates,  have  tended  to  hold  the 
export  movement  in  check,  and  to  raise  ex- 
change rates,  and  in  some  instances  even  the 
country  to  which  gold  was  shipped  has  dis- 
couraged the  movement,  on  the  ground  that  its 
gold  stocks  were  already  ample  and  that  more 
would  aggravate  the  state  of  inflation  already 
existing.  The  Scandinavian  countries  were 
the  first  to  adopt  this  policy,  nearly  two  years 
ago,  and  the  Bank  of  Spain  is  now  discounting 


American  gold  coin  about  six  per  cent. 
Furthermore,  the  leading  banking  institutions 
of  this  country,  for  public  reasons  have  de- 
clined to  participate  in  gold  shipments  from 
this  country.  Although  there  was  a  handsome 
profit  in  such  transactions,  they  have  held  that 
it  was  in  the  public  interest  at  this  time  to 
discourage  gold  exports  and  compel  the  settle- 
ment of  international  transactions  by  other 
means. 

Parties  who  have  not  understood  the  situa- 
tion have  complained  of  this  attitude  on  the 
part  of  the  banks,  and  have  conducted  an 
agitation  in  favor  of  having  the  Reserve  banks 
take  over  the  foreign  exchange  business,  to 
facilitate  the  operations  of  merchandise  im- 
porters, but  the  reason  for  the  attitude  of  the 
bankers  has  been  well  known  to  the  reserve 
banks  and  the  government  authorities. 

The  Treasury  and  the  Reserve  banks  have 
no  option,  however,  under  the  law,  but  to  pay 
gold  upon  the  presentation  of  paper  money 
redeemable  in  gold,  and  under  this  condition, 
and  with  the  opportunity  open  for  profit,  it 
was  inevitable  that  gold  would  go  out,  and  it 
has  been  moving  in  increasing  volume,  the  ex- 
ports for  May  and  June  being  $57,697,419  and 
$67,164,268,  respectively,  the  most  noteworthy 
movements  being  to  Spain  and  Japan.  There 
has  been  a  direct  balance  on  trade  account 
from  the  United  States  to  Japan,  but  hardly 
large  enough  to  care  for  all  the  gold  that  has 
been  taken.  The  movement  to  Spain  has  been 
in  the  face  of  a  trade  balance  in  our  favor. 

London  financial  journals  have  been  prod- 
ding the  British  government  to  take  up  the 
subject  with  the  United  States  government, 
and  conferences  upon  the  subject  have  been 
had.  The  way  has  been  cleared  for  govern- 
ment regulation  by  including  coin  and  bullion 
among  the  commodities  named  in  the  Presi- 
dent's proclamation  of  embargo,  and  hence- 
forth exports  can  only  be  made  as  permitted 
by  the  government.  It  remains  to  be  seen  to 
what  extent  exports  will  be  restricted.  Evi- 
dently the  problem  is  a  very  difficult  one  and 
the  ultimate  remedy  is  probably  in  the  regula- 
tion of  the  trade  which  creates  the  balances, 
but  this  is  a  very  delicate  task  in  the  present 
state  of  international  relations. 

No  country  likes  to  put  restrictions  upon  the 
free  movement  of  gold  in  the  exchanges,  but 
in  time  of  war  it  is  entirely  proper  to  refuse  to 
allow  it  to  be  taken  out  of  the  country  except 
for  payments  which  have  official  approval  as 
in  the  national  interest.  There  are  transac- 
tions, legitimate  in  themselves,  but  not  impor- 
tant enough  to  justify  the  loss  of  gold,  which 
might  be  allowed  provided  settlement  could  be 
effected  by  the  direct  exchange  of  commodities 
or  securities.  This  would  be  a  return  to  some- 
thing like  the  operations  of  barter,  when  ships 
were  owned  by  merchants,  and  a  vessel  put  out 


with  a  cargo  and  traded  its  way  around  the 
world,  bringing  back  a  cargo  of  goods  saleable 
at  a  profit  in  the  home  country. 

Again,  all  trade  between  countries  might  be 
settled  through  the  governments,  each  govern- 
ment settling  with  its  own  people  by  means 
of  domestic  credits  and  the  balances  between 
the  governments  being  settled  by  giving  them 
obligations.  Such  an  arrangement,  however, 
would  involve,  almost  inevitably,  restrictions 
upon  trade,  confining  it  to  transactions  having 
governmental  approval. 

The  British  Government  has  approved  of 
gold  exportations  direct  from  this  country  to 
India  in  settlement  of  our  trade  with  that 
country,  which  suggests  that  this  would  be  a 
good  time  for  the  United  States  Government 
to  relieve  itself  of  the  great  store  of  silver 
dollars,  over  $400,000,000  of  which  lie  in  its 
vaults  as  a  quite  superfluous  reserve  against 
paper  currency.  Those  silver  dollars  could  be 
more  readily  spared  than  gold,  and  if  India  is 
not  paid  in  silver  she  will  have  gold. 

Bond  Market. 


The  usual  midsummer  dullness  has  been  em- 
phasized by  general  market  conditions.  Deal- 
ers report  a  small  counter  business  but  invest- 
ors and  bankers  in  general  have  been  awaiting 
definite  announcement  regarding  the  next 
Liberty  Loan. 

According  to  the  Wall  Street  Journal  com- 
pilation the  combined  average  of  forty  high 
grade  issues  is  89.19  for  August  28,  1917,  com- 
pared with  90.19  July  28,  1917,  and  93.88 
August  28,  1916. 

Very  little  new  financing  has  been  an- 
nounced and  the  few  issues  offered  to  the  pub- 
lic have  been  in  the  form  of  short  term  notes. 
At  the  present  time  there  seems  to  be  a 
stronger  demand  for  one  year  notes  as  the 
major  portion  of  the  financing  has  been  con- 
fined to  two  year  maturities. 

The  municipal  market  was  quite  active  with 
a  good  demand  from  private  investors,  estates 
and  institutions.  This  demand  was  occasioned 
in  part  by  the  talk  of  a  taxable  government 
loan  and  the  fact  that  municipals  have  reached 
the  level  of  prices  ruling  at  the  outbreak  of 
the  war. 

The  following  municipal  sales  occurred  dur- 
ing the  month,  which  are  of  interest: 

$  3,000,000  State  of  California  Serial  A'As. 
1,000,000  State  of  Tennessee  1  year  5s. 
1,250,000  City  of  Waterbury,  Conn.,  Serial  4^s. 
950,000  Westchester  County,  New  York,  Serial  4^s. 
210,000  Cincinnati,  Ohio,  School  District  20-40  op- 
tional 4^s. 
850,000  Syracuse,  New  York,  Serial  4^s. 
573,000  Nassau  County,  New  York,  Serial  AYis. 
1.235,000  Cleveland  School  District,  Serial  556  Bonds. 
927,000  Des  Moines,  Iowa,  Serial  5^  Bonds. 
25,000,000  New    York    City    3^4-6    Months'    Revenue 
Notes. 
500,000  State  of  Oregon  Serial  4s. 


Industrial  Service  Department  National  Gty 
Bank. 

The  management  of  this  Bank  has  been  for 
some  time  impressed  that  in  order  to  render 
the  greatest  possible  service  to  its  patrons 
among  the  manufacturing  industries  there 
should  be  a  department  of  the  Bank  organized 
especially  to  deal  with  them,  and  equipped  with 
a  staff  thoroughly  qualified  to  understand  the 
all-around  problems  which  beset  the  American 
manufacturer  in  his  business. 

There  are  many  signs  indicating  that  pro- 
duction in  all  the  industries  is  going  to  be  more 
scientifically  conducted  in  the  future  than  it 
has  been  in  the  past.  Industries  are  not  going 
to  grow  up  quite  so  much  at  random  or  be 
managed  quite  so  much  by  rule-of-thumb  as 
heretofore.  They  will  be  more  carefully  lo- 
cated, methods  will  be  more  generally  stand- 
ardized, relations  with  emploj'es  will  receive 
greater  consideration,  and  from  the  beginning 
of  the  process  to  the  end  every  detail  will  be 
studied  to  obtain  greater  efficiency.  Many  of 
our  manufacturers  have  been  making  good 
progress  along  these  lines,  but  the  investiga- 
tions of  the  Federal  Trade  Commission  show 
that,  taking  the  whole  body,  there  is  vast  room 
for  improvement,  even  in  the  matter  of  calcu- 
lating costs.  A  majority  of  them,  according  to 
the  Commission,  lack  an  adequate  system  of 
cost-keeping. 

The  war  has  had  a  great  influence  upon  the 
industries  of  Great  Britain  and  the  other  coun- 
tries of  Europe.  They  have  been  forced  to 
make  the  best  possible  use  of  their  man-power, 
and  patriotism  has  prompted  both  employers 
and  employes  to  be  more  conciliatory  toward 
each  other  and  more  receptive  toward  the  in- 
troduction of  new  machinery  and  new  methods. 
The  increase  in  production  which  has  resulted 
has  been  a  revelation  and  will  have  lasting  re- 
sults upon  industry.  The  larger  output  per 
man  reduces  the  cost  of  the  product,  and  makes 
it  possible  either  to  lower  the  price  of  the  prod- 
uct to  the  consumer,  or  pay  higher  wages,  or  to 
divide  the  savings  between  the  public,  the  em- 
ployers and  the  employes.  The  United  States 
must  not  be  behind  other  countries  in  these 
economies.  The  war  is  causing  an  increase  in 
our  industrial  capacity,  and  it  will  be  a  prob- 
lem to  keep  this  capacity  employed  when  the 
war  demands  fall  off  and  the  first  urgent  peace 
demands  are  satisfied.  We  must  be  able  to 
hold  our  own  in  competition  with  other  coun- 
tries, and,  furthermore,  we  must  understand 
that  the  home  demand  for  everything  can  be 
increased  by  reducing  the  cost.  If  everything 
we  consume  were  halved  in  price  we  could  buy 
twice  as  much,  provided  the  reduction  was  ac- 
complished by  a  corresponding  reduction  in 
production  costs. 

Of  course,  the  matter  of  bank  credit  is  im- 
portant to  a  manufacturer.     It  is  one  of  the 


factors  which  must  be  available  to  enable  him 
to  handle  his  business  in  the  most  economical 
manner,  and  it  is  evident  that  as  a  condition 
to  granting  credit  freely  a  bank  should  be  well 
informed  upon  manufacturing  conditions.  A 
great  many  banks  have  lost  money  by  lending 
to  concerns  which  upon  a  superficial  showing 
appeared  to  be  prosperous,  and  in  many  such 
instances  the  proprietors  thought  they  were 
prosperous.  On  the  other  hand,  many  indus- 
tries have  been  unable  to  get  the  amount  of 
credit  they  could  advantageously  use  because 
the  conditions  were  not  fully  understood  by 
the  banker.  Industries  which  were  fundamen- 
tally sound  have  failed  for  want  of  credit  at  a 
critical  time  because  bankers  did  not  feel  them- 
selves sufficiently  informed  upon  all  conditions 
to  justify  them  in  continued  support. 

In  order  to  be  well  informed  about  a  manu- 
facturing business,  there  is  much  that  a  banker 
ought  to  know  beyond  the  amount  invested  in 
it,  or  even  the  "quick"  assets  shown  by  the  in- 
ventory, and  past  profits  shown  by  earning 
statements,  and  this  other  knowledge  cannot 
be  obtained  by  a  busy  bank  official  at  his  desk 
or  even  by  a  casual  call  upon  the  customer. 
The  result  is  that  there  is  often  a  lack  of  con- 
tact and  familiarity  on  the  part  of  the  banker 
with  the  business  which  he  would  be  glad  to 
serve. 

This  is  the  situation  which  this  Bank  is  now 
endeavoring  to  improve  by  establishing  an 
"Industrial  Service"  department.  The  object 
in  view  is  much  broader  than  that  of  obtaining 
information  to  assist  the  officers  in  granting 
credit,  although  if  this  purpose  is  accomplished 
the  services  of  the  Bank  to  this  class  of  patrons 
should  be  more  satisfactory  in  the  future. 
The  Department  is  intended  to  be  a  reservoir 
and  clearing  house  of  up-to-date  and  service- 
able industrial  information.  It  will  strive  to 
gather  in  and  disseminate  new  ideas  about  in- 
dustrial methods  and  industrial  conditions, 
with  a  view  to  keeping  American  business  men 
well  informed  upon  all  developments  of  interest 
to  them,  at  home  and  abroad.  It  will  have  in 
its  service  experts  in  industrial  methods,  in- 
cluding cost-accounting,  an  industrial  engineer 
of  training  and  experience,  and  such  other  as- 
sistants as  may  be  found  useful  to  carry  out 
the  general  purpose.  The  Department  is 
headed  by  a  Vice-President  of  the  Bank,  Mr. 
F.  C.  Schwedtman,  who  has  had  much  experi- 
ence in  industrial  management.  It  is  not,  of 
course,  the  intention  of  the  Bank  to  compete 
with  the  engineering  firms  who  make  a 
specialty  of  advice  upon  efficiency  manage- 
ment, but  rather  to  stimulate  interest  in  the 
study  of  improved  methods,  give  such  informa- 
tion and  counsel  as  can  be  rendered  without 
charge,  and  qualify  itself  to  render  the  most 
effective  banking  service.  Our  industrial  pa- 
trons are  cordially  invited  to  make  free  use  of 


the  Department  and  co-operate  with  it  to  the 
common  end  of  making  American  industry  lead 
the  world. 

Steam  Power  Development. 

We  gave  last  month  a  quotation  from  Mr.  V. 
H.  Manning,  Director  of  the  Bureau  of  Mines, 
Department  of  the  Interior,  in  which  he  said 
that  25  per  cent,  of  the  coal  production  of  the 
United  States  was  wasted  through  inefficient  use. 
His  point  was  that  a  large  proportion  of  the 
steam  engine  and  boiler  plants  of  the  country 
is  not  up-to-date  and  is  consuming  coal  waste- 
fully  as  compared  with  results  given  by  plants 
of  the  latest  and  most  approved  design. 

Since  engineering  methods  are  always  advanc- 
ing, it  is  out  of  the  question  that  all  of  the 
power-plants  of  the  country  should  be  at  any 
one  time  of  the  latest  design,  but  Mr.  Manning's 
statement  is  very  suggestive  as  to  the  importance 
to  the  country  of  improvements  in  its  power 
equipment.  The  annual  production  of  coal  in 
the  United  States  is  now  about  600,0(X),0(X)  tons, 
and  150,000,000  tons  of  this  would  be  saved  if 
all  consuming  plants  were  as  good  as  those  of 
the  best  type.  Perhaps  the  most  impressive 
idea  of  this  saving  can  be  obtained  if  the  reader 
will  think  of  the  labor  involved  in  mining, 
handling  and  transporting  150,000,000  tons  of 
coal,  and  of  shoveling  it  into  the  fire-boxes;  and 
of  the  benefits  that  might  be  derived  by  having 
that  labor  distributed  in  the  other  industries.. 

If  it  is  interesting  to  calculate  the  savings  that 
may  be  effected  in  the  future  by  bringing  all 
equipment  up  to  the  standard  of  what  at  this  date 
is  recognized  as  the  best,  it  is  also  interesting  to 
compare  not  only  the  best  practice  but  the  com- 
mon practice  of  to-day  with  the  best  practice  of 
a  generation  ago.  Mr.  Manning's  statement  has 
led  us  to  make  an  inquiry  along  this  line,  and 
looking  backward  for  a  starting  point  we  fixed 
upon  Uie  Centennial  Exhibition  at  Philadelphia, 
in  1876.  Doubtless  many  of  our  mature  readers 
will  remember  viewing,  as  youths,  with  awe  and 
wonderment,  the  great  Corliss  engine  which 
stood  at  the  center  of  Machinery  Hall,  and  fur- 
nished the  driving  power  for  all  the  exhibits  in 
the  building.  There  were  seats  for  the  public 
about  the  engines;  the  motion  of  the  great  fly- 
wheels created  a  breeze,  and  the  engine  was  the 
admiration  not  only  of  the  non-technical  public 
but  of  the  members  of  the  engineering  profession 
from  all  over  the  world. 

With  the  Corliss  engine  standing  out  promi- 
nently as  a  landmark  in  engine  development,  we 
appealed  to  President  Alexander  C.  Humphreys, 
of  Stevens  Institute  of  Technology,  for  informa- 
tion as  to  progress  in  engine-building  since  that 
time.  It  will  add  a  touch  of  human  interest  to 
the  story  to  state  that  it  then  developed  that 
Professor  Robert  M.  Anderson,  of  the  Depart- 
ment of  Engineering,  Stevens  Institute,  was  in 
part  influenced  to  his  choice  of  a  profession  by 


seeing,   as   a  boy,   the   big   Corliss   engine   in 

Machinery  Hall.  By  the  courtesy  of  Stevens 
Institute  we  have  the  interesting  sketch  which 
follows. 

To  summarize  in  the  briefest  possible  maimer 
the  progress  which  it  records,  the  Corliss  engine 
at  the  Centennial  occupied  about  54,000  cubic 
feet  of  space  and  consumed  2.2  pounds  of  coal 
to  develop  one  horse- power;  while  a  modern 
steam  turbine  of  equal  capacity  will  occupy  115 
cubic  feet  of  space  and  consmne  nine-tenths  of 
a  pound  of  coal  to  develop  a  horse-power,  giving 
a  saving  in  coal  consumption  of  59  per  cent. 
According  to  Mr.  Manning's  estimate,  that  the 
average  engine  efficiency  at  the  present  time  is 
25  per  cent  below  the  standard  of  the  best  type, 
the  average  now  is  well  above  the  best  of  1876; 
and  of  course  the  average  efficiency  in  1876  was 
much  below  the  Corliss  standard. 

Even  more  notable  than  the  improvement  in 
engine  and  boiler  efficiency  is  the  gain  accom- 
plished by  the  development  of  power-transmission 
through  the  electric  current.  The  transmission 
of  power  by  electricity  was  unknown  when  the 
Centennial  Exhibition  was  held,  but  in  the  year 
1915,  51  per  cent,  of  all  the  power  applied  to 
industry  in  the  United  States,  outside  of  trans- 
portation, was  delivered  by  electric  current.  And 
as  a  result  of  all  this  development  the  total  horse- 
power in  use  in  the  United  States,  to  each  million 
inhabitants,  was  482,392  in  1915,  as  compared 
with  68,182  in  1879,  or  an  increase  of  more  than 
seven-fold.  The  facility  with  which  power  can 
be  transmitted  by  electric  current  does  away 
with  the  necessity  of  generating  power  where  it 
is  to  be  used.  It  can  be  generated  at  the  most 
economical  spot,  as  at  the  mouth  of  a  coal  mine 
or  the  site  of  a  water-fall,  and  the  industries 
which  use  it  may  be  located  in  a  spot  more  suit- 
able to  them.  What  Professor  Anderson  says 
of  all  this  is  exceedingly  interesting,  and  his 
table  showing  the  efficiency  of  the  different  types 
of  engines  presents  the  story  of  power-develop- 
ment so  that  it  can  be  seen  at  a  glance. 

Notes  on  the  Development  of  the  Use  of  Steam 
Since  1876. 

By  Professor  Robert   M.  Anderson,    Department  of  Engineering 
Practice,    Stevens    Institute   of  Technology. 

In  the  center  of  the  Machinery  Hall  of  the  Philadel- 
phia Centennial  Exhibit,  1876,  was  placed  the  large  Cor- 
liss engine,  driving  all  of  the  machinery  exhibits. 

Of  the  engine,  Engineering,  London,  England,  said 
after  describing  the  exhibit:  "The  engine,  as  it  stands, 
undoubtedly  forms  a  grand  mechanical  monument,  and 
it  is  most  fitting  that  such  a  prominent  exhibit  at  Phila- 
delphia should  be  associated  with  the  name  of  Mr. 
George  H.  Corliss,  an  engineer  whose  designs  have  been 
so  extensively  adopted,  not  only  in  his  own  country  but 
also  in  Europe." 

The  Centennial  Corliss  may  be  taken  to  represent  the 
highest  steam  engine  development  at  the  commencement 
of  a  period  including  the  past  forty  years.  This 
machine  consisted  of  a  pair  of  vertical  beam  engines, 
driving  a  cut  gear  wheel  30  feet  in  diameter.  In  pa.ss- 
ing,  it  may  be  mentioned  that  the  latter  was  claimed  to 
be  the  largest  cut  gear  in  existence  at  that  time.    The 


engines  were  designed  to  develop  collectively  1400 
1.  H.  P.  (indicated  horsepower),  and  to  be  capable  of 
being  overloaded  to  2S00  I.  H.  P. 

Compare  this  engine  in  size  with  the  latest  design 
today  in  steam  turbines  developing  exactly  the  same 
horse  power.  The  Philadelphia  Corliss  occupied  a  cir- 
cular platform  of  55  feet  diameter,  and  the  tops  of  the 
working  beams  were  40  feet  above  the  floor.  The  actual 
floor  space  occupied  by  the  engine  proper  was  probably 
30  feet  by  45  feet.  The  total  weight  of  engine  and 
accessories  was  607  tons.  The  radial  flow  reaction  tur- 
bine designed  and  built  by  Mr.  Birge  Ljungstrom,  in 
1912,  at  Stockholm,  Sweden,  develops  1400  delivered 
horsepower.  This  turbine  is  direct-coupled  to  two  elec- 
tric generators  rotating  in  reverse  directions.  The 
over-all  length  occupied  by  the  turbine  and  generators 
is  but  17  feet,  5  inches,  the  greatest  diameter  is  4  feet 
2.5  inches,  and  the  maximum  height  to  the  top  of  the 
governor  5  feet  6  inches.  The  size  of  the  turbine  proper 
— the  portion  to  be  compared  with  the  Corliss  engine — 
is  but  5  feet  1  inch  long,  4  feet  2.5  inches  in  diameter, 
and  5  feet  4  inches  high ;  or  115  cubic  feet  against  54,000 
cubic  feet  for  the  engine  of  1876. 

.•\s  a  matter  of  interest,  the  size  of  the  1400  H.  P. 
Ljung^strom  turbine  proper  is  but  28  inches  diameter  by 
21  inches  long,  and  the  running  discs  carrying  the 
reaction  blades  weigh  but  265  and  303  pounds  respect- 
ively. 

The  boiler  plant  for  the  Centennial  engine  consisted 
of  20  vertical  Corliss  boilers,  rated  at  70  H.  P.  each, 
while  today  single  settings  of  2500  H.  P.  are  not  un- 
common, and  some  boiler  units  are  built  as  large  as 
4000  H.  P. 

The  1876  simple  condensing  Corliss,  using  steam  at 
70  lbs.  per  sq.  in.  without  superheat,  and  with  a  con- 
denser vacuum  of  26  ins.  of  mercury,  operated  on  a 
steam- economy  of  20  lbs.  of  steam  per  hr.  per  I.  H.  P. 
or  22  lbs.  of  coal  per  hr.  per  1.  H.  P.  The  full  load 
(1405  delivered  horse  power)  steam  economy  of  the 
1912  turbine  using  steam  at  162  lbs.  per  sq.  in.  gage, 
with  297°  F.  superheat,  and  condensing  to  28]/i  ins. 
vacuum,  was  8  lbs.  per  hr.  per  D.  H.  P.  (delivered 
horsepower),  or  0.9  lbs.  of  coal  per  hr.  per  D.  H.  P. 

The  increase  in  steam  engine  economy  is,  fundament- 
ally, due  to  obtaining  the  highest  working  range  of 
thermal  units  in  the  steam  in  passing  through  the  engine 
or  turbine  or — in  other  words — to  transform  the  maxi- 
mum number  of  thermal  units  into  mechanical  work,  in 
expanding  from  a  less  to  a  greater  volume  with  the 
minimum  condensation  in  the  traverse  through  engine 
or  turbine.  The  increase  in  boiler  economy  is  due  to  a 
variety  of  factors;  perfect  combustion  of  fuel  with 
minimum  supply  of  air,  minimum  radiation  losses, 
superheated  steam,  maximum  heat  in  feed  water,  and 
minimum  heat  rejected  in  chimney  gases. 

Contributing  Arts. 

Before  taking  up  the  improvements  in  the  use  of 
steam  for  producing  power,  developments  in  the  con- 
tributory arts  should  be  given  credit.  For  instance,  prior 
to  1888  animal  and  vegetable  oils  were  used  entirely  in 
lubrication.  The  theoretical  advantages  of  high  steam 
pressure  and  superheated  steam  were  for  a  long  time 
appreciated,  but  it  was  not  until  a  lubricant  was  found 
that  could  withstand  the  high  temperatures,  that  the 
use  of  superheated  steam  became  feasible.  The  im- 
provements in  the  fabrication  of  iron  and  steel,  the 
development  of  the  present  day  steel  alloys,  together 
with  the  application  of  heat  treatment,  have  made  pos- 
sible the  higher  pressures,  the  lighter  weights  and  the 
higher  rotative  and  reciprocating  velocities,  all  of  which 
contribute  to  the  economy  of  operation  and  reduction 
of  fixed  charges. 

As  already  noted  the  steam  pressures  have  increased 
from  70  lbs.  per  sq.  in.  to  over  200  lbs.  per  sq.  in.  in 
some  cases ;  and  in  steam  motor  cars  and  aeronautic 
motors,  the  pressures  are  as  high  as  500  lbs.  per  sq.  in. 
gage- 


In  reciprocating  engines  the  rotative  speeds  have  been 
as  hi^h  as  AOO  K.  P.  M.  (revolutions  per  minute),  and 
the  piston  speeds  950  feet  per  minute.  In  steam  turbines 
the  range  in  revolutions  per  minute  extends  from  185 
R.  P.  Ml.  in  the  turbines  of  a  large  ocean  liner  to  30,0(X) 
R.  P.  M.  in  the  smallest  size  DeLaval,  3600  R.  P.  M. 
being  a  common  rotative  speed  in  medium  size  electric 
station  practice. 

One  of  the  large  Atlantic  liners  has  four  Parsons 
turbines  developing  18,000  shaft  horsepower  each.  In 
central  station  practice  tlie  largest  reciprocating  engine 
units  installed  have  been  10,500  H.  P.,  while  the  largest 
steam  turbine  units  develop  50,000  H.  P.  at  1500  K.  P.  M. 

Surviving  Types. 

Automatic  cut-off  engines  of  the  Corliss  type  have 
been  in  use  over  60  years,  and  are  today,  in  many  modi- 
fied forms  among  the  best  examples  of  high  efficiency 
stationary  engines.  Another  type  which  has  survived 
through  an  even  longer  period  is  the  marine  beam  en- 
gine invented  and  designed,  in  1844,  by  Robert  L. 
Stevens  and  his  nephew  Francis  B.  Stevens.  Some  of 
the  largest  river  boats  are  being  driven,  at  the  present 
time,  by  engines  of  this  type  with  very  slight  modifica- 
tions. 

It  is  interesting  to  note  that  the  first  departure  from 
the  beam  engine,  in  ferryboat  service,  was  made  by 
another  nephew  of  Robert  L.  Stevens,  the  present  Col. 
Edwin  A.  Stevens.  What  was  a  novelty  in  the  ferry- 
boat Bergen  (1891)  is  common  practice  in  ferry  service 
today.  This  consists  of  using  vertical  compound  marine 
engines  driving  two  screws,  one  aft  and  the  other  for- 
ward, one  pushing  and  the  other  pulling,  by  means  of  a 
shaft  extending  the  full  length  of  the  hull. 

In  this  country  the  engines  most  extensively  used, 
especially  in  small_  sizes,  have  been  simple  plain  slide 
valve  non-condensing  engines.  These  machines,  even 
in  normally  good  condition,  are  fearfully  inefficient, 
averaging  about  5.33  pounds  of  coal  per  hr.  per  D.  H.  P., 
or  delivering  but  3.3  per  cent,  of  the  energy  in  the  fuel. 

A  number  of  engines  designed  for  mill  power  plants 
have  given  economics  equal  to  the  Corliss.  Of  these 
the  Putnam,  a  favorite  mill  engine  throughout  New  Eng- 
land in  the  70's  and  '80"s,  used  governor  controlled  pop- 
pet valves.  Engines  of  this  class  were  more  common  in 
Europe  than  in  tliis  country,  but  tlie  use  of  poppet  valves 
has  heen  revived  here  since  the  introduction  of  highly 
superheated  steam.  Another  favorite  class  has  been 
the  automatic  cut-off  engine  using  gridiron  valves. 
There  have  been  a  number  of  good  examples,  among 
them  being  the  Brown,  Green,  Rollins,  Slater  and 
Wheelock  engines. 

High  Speed,  Reciprocating  Engines. 

The  introduction  of  the  high  speed  reciprocating  cn- 
ginedates  from  shortly  after  Mr.  EMison's  invention  of 
the  incandescent  lamp  and  development  of  the  direct- 
current  generator  in  1881.  The  isolated  lighting  plants, 
followed  by  small  lighting  and  power  plants,  gave  an 
impetus  to  shaft-governed  automatic  cut-off  engines, 
allowing  of  higher  rotative  speeds  than  were  attainable 
with  drop  cut-off  mechanisms.  Among  these  were :  the 
Buckeye,  the  Porter-Allen,  the  Fitchburg,  the  Arming- 
ton  and  Sims,  the  Mcintosh  and  Seymour,  the  Ball,  the 
Wcstinghouse,  the  Willans,  and  many  others.  These 
were  built  simple  and  compound  and  were  operated 
cither  non-condensing  or  condensing.  They  varied  in 
economy  from  3.6  lbs.  of  coal  per  hr.  per  D.  H.  P.  for 
simple  non-condensing  to  2.15  lbs.  of  coal  per  hr.  per 
D.  H.  P.  in  compound  condensing  typge. 

Up  to  date  the  highest  economy  developed  in  recipro- 
cating engines  has  been  attained  in  the  Stumpf 
(Straight)  or  Uniflow  engine,  obtaining  a  D.  H.  P.  on 
1.08  lbs.  of  coal  per  hr.,  this  being  in  a  300  H.  P.  engine 
with  an  initial  steam  pressure  of  130  lbs.  per  sq.  in.  abso- 
lute, and  superheat  of  261°  F.  This  record  has  been 
equalled  by  performances  of  stationary  triple-expansion 


engines,  using  steam  at  170  pounds  per  square  inch 
absolute  and  203"  F.  superheat  The  highest  of  all  steam 
engine  efficiencies  so  far  reached  has  been  obtained  by 
the  Wolf  tandem-compound  "locomobile"  which  consists 
of  an  internally  fired  tiirough-tube  boiler,  having  the  en- 
gine combined  so  that  the  cylinders  are  jacketed  by  the 
final  pass  of  the  hot  gases  flowing  to  the  stack — in 
other  words,  the  cylinder  projects  into  the  smoke  box. 
The  initial  steam  pressure  is  from  175  to  225  lbs.  per 
sq.  in.  absolute,  is  superheated  to  800 — 850°  F.  before 
entering  the  high  pressure  cylinder  and  again  super- 
heated to  450 — 500°  F.  before  entering  the  low  pressure 
cylinder.  The  feed  water  is  heated  in  an  economizer  in 
the  breaching.  The  coal  consumption  of  1  lb.  per  hr.  per 
D.  H.  P.  is  common  practice  and  0.8  lb.  per  hr.  per 
D.  H.  P.  has  been  attained. 

The  Steam  Turbine. 

The  reaction  type  of  steam  turbine,  known  under 
his  name,  was  first  introduced  in  England  by  the 
Hon.  Charles  A.  Parsons  in  1884,  and  was  introduced 
in  this  country  by  the  Wcstinghouse  Company  in 
1895,  but  it  was  not  until  about  1900  that  it  met  with 
general  approval.  The  DeLaval  impulse  turbine  was 
introduced  in  its  present  form  in  1889.  The  com- 
pound velocity  impulse  turbine,  known  as  the  Curtis, 
was  introduced  in  this  country  by  Mr.  Charles  G. 
Curtis  about  1896.  Since  their  introduction  there 
have  been  many  modifications  and  combinations  of 
these  types,  better  fitting  their  application  to  various 
power  developments.  For  central  station  work  the 
steam  turbine  has  replaced  the  reciprocating  engine. 
In  fact  the  turbine  has  the  advantage  in  all  electric 
generation,  especially  in  the  larger  outputs.  This 
IS  not,  however,  on  account  of  better  fuel  economy, 
since  for  the  same  grades  of  machinery  and  cfiual 
ranges  of  temperature,  pressure,  etc.,  there  ha';  been 
found  no  appreciable  difTerence  in  economy  between 
the  best  turbines  and  the  best  reciprocating  enfrines, 
other  characteristics  influencing  the  preferenc«. 
The  real  reason  for  the  replacement  of  the  engine 
by  the  turbine  has  been  the  greater  compactness  of 
the  latter,  thus  resulting  in  a  smaller  investment  in 
real  estate. 

Boiler  Efficiency. 

There  has  been  marked  improvement  in  boiler 
efficiency  since  1876.  The  combined  efficiency  of 
furnace  and  boiler,  being  the  ratio  of  delivered 
energy  in  the  steam  to  that  available  in  the  fuel, 
ranees  in  coal  fired  boilers  from  about  55  per  cent, 
to  75  per  cent.  With  liquid  (oil)  fuel  and  powdered 
coni,  80  per  cent,  is  attainable.  The  most  remark- 
able and  promising  development,  the  restriction  be- 
ing that  the  fuel  must  first  be  transformed  into  a 
gas,  is  the  Bone  system,  of  so-called  "surface  com- 
bustion." This  consists  in  burning  a  perfect  mix- 
ture of  gas  and  air  in  boiler  tubes  filled  with  porous 
refractory  material,  the  result  being  incandescent 
combination,  with  no  radiation  or  excess  air  losses. 
An  efficiency  of  94  per  cent,  has  been  attained. 

Engine  and  Boiler  Efficiency. 

The  accompanying  table  presents  comparative 
data  of  various  engines  and  turbines,  based  on  the 
latest  and  best  authenticated  performances  available. 
In  order  to  avoid  confusion,  a  single  basis  of  com- 
parison has  been  selected,  namely,  delivered  or  brake 
horse  power.  The  first  column  gives  the  steam 
economy  in  pounds  per  hr.  per  D.  H.  P.;  the  second 
column  gives  the  economy  in  pounds  of  coal  per  hr. 
per  D.  H.  P.,  the  third  the  ratio  of  energy  delivered 
to  that  supplied  in  steam,  or  the  efficiency  of  the 
engine  alone.  The  fourth  gives  the  ratio  of  the  de- 
livered energy  to  that  available  in  the  fuel  or  the 
efficiency  of  engine  and  boiler  combined.  And  the 
fifth   and  last  column  gives  the  ratio  between  the 


delivered  energy  compared  with  that  of  a  perfect 
engine  working  on  the  Rankine  cycle. 
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Simple  throttling 

non-cond.    engine. . . . 

48.0 

5.33 

4.25 

3.30 

39.2 

Simple  automatic 

shaft  govrn 

38.0 

3.60 

6.58 

4.60 

47.8 

Simple  Condensing 

Corliss . 

19.75 

2.15 

11.10 

8.33 

53.1 

Comp.  Cond.  Automatic 

Shaft    Gov 

19.75 

2.15 

11.80 

8.90 

55.6 

Simple  Condensing 

Poppet 

15. SO 

1.72 

13.12 

9.80 

47.6 

Marine    Triple    

14.5 

1.65 

15.5 

11.00 

53.4 

Marine  Turbine    

11.4 

1.40 

18.6 

13.00 

61.5 

Land    Turbine    

10.6 

1.30 

20.0 

14.0 

66.2 

Comp.  Cond.   Corliss... 
Land    Triple    

10.05 

1.11 

20.2 

15.0 

72.2 

10.08 

1.12 

19.8 

14.6 

65.5 

Uniflow  (Stumpf) 

9.0 

1.08 

22.1 

16.8 

73.1 

Wolf  Compd. 

Locomobile 

8.9 

1.00 

22.4 

17.5 

74.1 

LjunKStrom  Turbine   . . 

8.0 

0.91 

24.4 

18.3 

74.7 

Development  of  Electric  Transmission 

For  the  most  economical  generation  of  power  it  is 
necessary  to  employ  large  units  conveniently  located 
in  regard  to  fuel  and  condensing  water  supply.  The 
ultimate  utilization  of  power,  however,  is  usually  in 
small  amounts  at  many  distant  points.  An  essential 
element  in  the  advance  of  steam  engineering  in  the 
last  forty  years  has  therefore  been  the  development 
of  a  highly  efficient  and  adaptable  system  of  power 
transmission — to  wit,  by  electricity. 

The  early  stations  of  Edison  (1882)  were  pri- 
marily for  electric  lighting.  Gradually  electric 
motors  were  connected  to  the  systems;  and  as  their 
convenience  became  evident,  their  use  grew  until 
now-a-days  the  industrial  application  of  electric 
power  has  become  a  broader  field  than  that  of  light- 
ing. 

The  Edison  system  employed  direct  current  at  the 
comparatively  low  voltage  suitable  for  incandescent 
lamps,  which  limited  the  economical  distance  to 
which  power  could  be  transmitted  to  about  one-half 
mile.  The  advent  of  the  alternating-current  system 
a  few  years  later  (1886)  immediately  extended  the 
range  of  the  electric  station,  for  it  permitted  the 
transmission  of  power  at  much  higher  voltages  with 
a  stcpping-down  of  voltage  at  the  point  of  utiliza- 
tion by  means  of  an  alternating-current  transformer. 
The  importance  of  being  thus  able  to  change  the 
voltage  of  a  system  by  a  stationary  apparatus  liaving 
high  efficiency  even  in  small  sizes  may  be  judged 
from  the  statement  made  a  few  years  ago  by  Prof. 
Chas.  F.  Scott:  "If  we  were  to  trace  the  electric 
development  of  the  past  twenty-five  years,  we  should 
find  the  transformer  as  the  simple  factor  which  has 
determined  the  whole  course  of  that  development." 

The  early  alternating-current  plants  were  single- 
phase  and  no  type  of  motor  was  then  available  for 
operation  from  them.  The  announcement  of  the 
Tesla  induction  motor  in  1888,  operated  by  poly- 
phase alternating  current  was  followed  by  the 
gradual  change  to  polyphase  systems;  until  at  the 
present  time  practically  all  electric  power  is  gener- 
ated and  transmitted  as  high-voltage  polyphase 
alternating-current  power.  In  cases  where  direct 
current  is  particularly  adapted,  it  is  readily  converted 
from  alternating  current  by  means  of  rotary  con- 
verters, thus  entailing  no  limitation  on  alternating- 
current  generation  and  transmission. 


Flexibility  and  Convenience  of  Electric 
Transmission. 

Subsequent  advances  in  electrical  enRineering  were 
largely  concerned  with  such  improvements  in  the  de- 
sign of  transformers,  transmission  lines,  protective 
devices,  etc.,  as  to  permit  successive  rises  in  the 
operating  voltage;  for  the  distance  to  which  power 
can  economically  be  transmitted  increases  directly 
with  the  voltage.  The  original  Edison  voltage  of 
about  100  volts  was  later  doubled  by  the  use  of  the 
three-wire  system.  The  alternating-current  system 
multiplied  this  immediately  by  five  or  ten.  In  1891 
a  transmission  voltage  of  10,000  volts  was  achieved. 
Now  several  systems  are  operating  at  over  100,000 
volts.  While  the  earl v  systems  were  confined  to  a 
single  city  or  part  of  a  city,  we  now  have  single 
transmission  networks  extending  over  many  states 
and  electric  power  being  transmitted  in  block  for 
hundred  of  miles._  Engineers  are  looking  forward 
to  a  universal  distribution  network  covering  the 
entire  country,  power  being  supplied  to  the  system 
at  various  suitable  points,  such  as  the  mouths  of 
coal  mines  and  natural  hydroelectric  sites,  and  power 
being  withdrawn  for  utilization  at  points  best  suited 
for  the  industries,  for  railways  and  for  electric 
lighting.  Such  a  universal  system  would  be  analo- 
gous to  the  system  of  interconnected  railways,  cm- 
ploying  a  standard  gage  track  and  interchangeable 
rolling-stock,  which  we  now  take  as  a  matter  of 
course. 

In  recent  years,  the  rapid  growth  of  electric  power 
systems  has  been  largely  due  to  the  replacement  of 
inefficient  and  inconvenient  prime  movers  combined 
with  mechanical  transmission,  by  electric  motors 
supplied  from  large  generating  plants.  The  U.  S. 
Census  reports  show  that  the  total  horsepower  of 
electric  motors  used  in  manufacturing  increased 
nearly  ten  times  in  the  decade  1899-1909.  An  impor- 
tant feature  of  electric  drive,  not  measurable  in  terms 
of  saving  of  fuel,  has  been  its  greater  flexibility, 
leading  to  increased  production  and  consequent  re- 
duction of  overhead  charges. 

Source  and  Distribution  of  Power. 

The  following  power  statistics  based  on  the  Thir- 
teenth U.  S.  Census  report  will  be  of  interest  The 
power  used  in  transportation  is  not  included : 


Total 

Horsepower 

Percentage  of 

per  each 

Distribution  of  the  Total  Power 

1,000,000 

Internal  Throujrh 

of 

Com-      Electric 

year 

Population 

Steam 

Water    bustion      Motors 

1915 

482.392 

61.2 

24.4         14.3           51.0 

1909 

203,163 

760 

9.8           4.0           25.8 

1904 

160.760 

80.3 

122           2.1            11.8 

1899 

132.875 

80.6 

14.4           1.3             4.9 

1889 

94.832 

77.1 

21.1           0.15           0.26 

1879 

68,182 

64.1 

35.9          

1869 

60346 

51.8 

482          

The  following  table  giving  the  percentage  of  increase 
of  the  various  prime  movers  and  electric  motors  during 
ten  year  periods  is  taken  directly  from  the  Thirteenth 
U.  S.  Census  Report : 

ToUl  Electric 

Period       Horsepower  Steam  Water  Gas     Motors 

•1915—1909       162.3  111.2  SS7.7  831.9       5032.0 

1909-1899        84.9  74.4  25.4  181.1          877.2 

1899^1889        70.0  77.7  15.9  214.5       3066.1 

1889-1879        74.1  109.6  2.4         

1879—1869        45.4  793  8.4         

*  Six  jrein — (Ruibsiore). 

Below  is  an  estimate  of  the  distribution  of  power  in 
1915,  as  made  by  Mr.  D.  B.  Rushmore: 


Horsepower 

Horses  and  mules 25,000,000 

Automobiles   25,000,000 

Steam  and  naval  vessels 5.000,000 

Steam  railways  50,000,000 

Irrigation 500,000 

Mines  and  quarries 6,000,000 

Flour,  grist  and  saw  mills 1,250,000 

Manufacturies   25,000,000 

Central   stations    8,000,000 

Isolated  planU  4,250,000 

Electric  railways 4,000,000 


105,000,000 


49,000,000 


154,000.000 

The  figures  482,392  total  horsepower  per  one  million 
of  population  in  1915,  given  in  the  first  table  of  power 
statistics,  is  the  sum  of  the  last  seven  items  of  the  above 
list  divided  by  101,577  million,  the  total  continental 
population  in  1915.  All  other  items  in  the  two  tables 
are  taken  directly  from  the  Census  Report. 

The  Service  of  Capital. 

The  development  of  the  steam  engine  illus- 
trates very  clearly  the  part  which  capital  plays 
in  community  progress.  A  steam  engine  is 
the  servant  of  the  community,  no  matter  who 
owns  it,  and  the  improvements  upon  the  en- 
gine, the  changing  over  of  power  plants  to 
bring  them  up  to  date,  and  the  construction  of 
new  power  plants,  constantly  absorb  an  enor- 
mous amount  of  new  capital.  Into  such  enter- 
prises the  profits  of  business  largely  go,  while 
the  resulting  benefits  go  to  the  entire  com- 
munity. The  man  without  property,  who 
spends  every  dollar  of  his  income  the  same 
week  he  receives  it,  is  able  to  buy  more  with 
his  wages  because  steam  engine  efficiency  has 
been  doubled  in  the  last  forty  years. 

When  this  employment  of  wealth  is  under- 
stood it  will  be  seen  that  there  is  a  very  general 
misapprehension  in  society  about  its  real 
distribution.  The  entire  community  is  the 
ultimate  beneficiary  of  all  wealth  invested 
productively,  just  as  the  public  is  the  ultimate 
beneficiary  of  all  the  earnings  of  the  Federal 
reserve  banks  above  the  six  per  cent,  which 
they  are  allowed  to  pay  out  in  dividends. 
There  are  no  restrictions  upon  the  earnings  of 
these  banks,  or  the  charges  they  shall  make, 
but  after  they  have  paid  six  per  cent,  in  divi- 
dends and  accumulated  certain  reserves,  all  the 
earnings  must  go  into  the  public  treasury. 
This  is  done  by  statute  law,  but  natural  law 
disposes  of  a  rich  man's  earnings  in  practically 
the  same  way.  He  may  draw  out  what  he  likes 
for  his  living  expenses,  but  all  that  he  puts 
back  into  industry  is  devoted  to  the  public. 
This  is  an  inevitable  distribution,  fixed  in  the 
constitution  of  things,  and  progress  would  be 
much  more  rapid  if  this  natural  law  was 
recognized. 

Making  Qood  War  Losses. 

The  world  is  suffering  frightful  losses 
through  the  war,  and  people  are  wondering 
what  the  effects  of  these  gigantic  debts  will  be 
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upon  the  earnings  of  industry  and  the  welfare 
of  the  peoples.  We  may  learn  something  about 
this  from  the  experience  of  the  past.  "It  is  our 
improved  steam  engine,"  wrote  Francis  Jef- 
frey in  the  Edinburgh  Review  in  1819,  "that  has 
fought  the  battles  of  Europe,  and  exalted  and 
sustained,  through  the  late  tremendous  con- 
test, the  political  greatness  of  our  land.  It  is 
the  same  great  power  which  enables  us  now  to 
pay  the  interest  on  our  debt,  and  to  maintain 
the  arduous  struggle  in  which  we  are  still  en- 
gaged with  the  skill  and  enterprise  of  other 
countries  less  oppressed  with  taxation."* 

The  steam  engine  which  helped  England 
bear  the  burdens  of  the  wars  with  Napoleon 
was  a  poor  affair  compared  with  the  engine  of 
to-day,  but  even  the  latter,  as  Mr.  Manning 
and  Professor  Anderson  have  indicated,  may 
have  its  average  efficiency  in  practice  greatly 


increased.  Beyond  these  prospective  gains  are 
those  which  lie  in  other  sources  of  power,  and 
in  all  the  improvements  in  industrial  equip- 
ment which  are  only  partially  introduced,  or 
as  yet  only  forming  in  the  minds  of  inventors. 
And  more  important  than  all  these  are  the 
possibilities  which  lie  in  more  thoroughly  or- 
ganized and  harmonious  industry,  the  develop- 
ment of  intelligence  and  efficiency  among  the 
people,  and  the  spread  of  a  better  understand- 
ing of  common  interests.  We  must  look  to 
these  changes  for  gains  in  production  which 
will  enable  society  to  overcome  the  losses  of 
the  war,  and  repeat  the  progress  accomplished 
by  the  original  application  of  the  steam  engine 
to  industrJ^ 


•    Quoted   by    Professor    Charles    Downer   Hazen,    in 
since  1815,"  p.  408. 
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STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 


RESERVE  BANKS  AT  THE  CLOSE  OF 
(In  Thousands  of 


BUSINESS  AUGUST  24,  1917. 
Dollars) 


HESOXJRCES 

Gold  coin  and  certificates 

in  vault 

Gold  Settlement  Fund 

Gold  with  f  oreisn  aeencies 

Boston 

26344 
17353 
3.675 

N.Y. 
229317 

ii73ra 

18.112 

Phlla. 

28,739 
26367 
3.675 

aev'd 

29369 
54347 

4.725 

Rich'd 

6328 

30,798 

1337 

AUanta 

7307 
5,684 
1375 

Chicago 

40,115 
46,481 

7350 

SL  Louis 

4337 

25,678 

2,100 

M'npl's 

17,092 
7371 
2,100 

Kas.Clty 

8,469 
38363 
2,625 

Dallas 

13,681 
6,025 
1,838 

S-Fr-sco 

15,153 

20321 

2.888 

Total 

425,751 
397,067 
52,500 

Total  eold  held  by  banks 

Gold  with  Federal  Keserve 

Aj^nts.               

47,772 

25322 
SCO 

364308 

206398 
2.500 

59381 

32,161 
700 

88341 

32,121 
44 

38363 

8,781 
850 

14366 

18,902 
602 

93346 

70,007 
244 

32,115 

15,953 
382 

27363 

19,292 
5S9 

49,357 

14,476 
522 

21,544 

15,636 
427 

38.262 

28,487 
15 

876,318 
488,536 

Gold  Redemption  Fund... 

7.375 

Total  (fold  resen-cs.. 

Lenl  tender  notes.  Silver, 

etc 

74X194 
3,724 

574306 
29.406 

92,142 
1304 

121,106 
491 

48,494* 
131 

33,770 
653 

164,197 
3.413 

48,450 
1,593 

46,944 
347 

64,355 
334 

37,607 
1,153 

66,764 
91 

1372329 
52,540 

Total  Reserves 

Bills  discounted.  Members 
Bills  bought  in  open  mark'! 

77,818 
16,959 
17,5U 

613,712 
15327 
49.898 

93346 
9,762 
18,608 

121,597 

5350 

20,026 

48,625 
13,691 
2,384 

34,423 
5,690 

1,608 

167,610 
12,757 
19,601 

50,043 
8,657 
5,461 

47391 
12,727 
2.281 

64,689 
12,206 
11.504 

38,760 
6,942 
1.985 

66,855 
7,739 
8.657 

1,424,769 
128,407 
159,557 

Total  bills  on  band . . 
U.  S.  Oovemm't  lone-term 

34303 

610 

2,»4 

e32S 
2305 
3338 

28370 

549 

2348 
131 

25376 

7318 

2318 
1355 

16,075 
1,192 
1,969 

7398 

704 

3322 

32358 
12,062 
3360 

14,118 
7,?55 
1,465 

15,008 
1,859 
1354 

23,710 
8349 
1,784 

8,927 

3,970 

1,868 
46 

16396 
2,453 
3,760 

e.'287,964 
45326 

U.S.  Governm'tshort-tenn 
securities.         

30,480 

Municipal  Warrants. 

1.232 

Total  Eamin?  Asseta 
Dne  fr.  other  F.  K.  ilks.  net 
Uncollected  Items. 

37307 

639 

14,441 

71368 
58,652 

31398 
28339 

37367 
16,714 

19336 
12,417 

11324 
1,416 
9,421 

47.780 
22353 
27354 

17338 

586 

10311 

18,421 
5.076 

34343 

458 
10,739 

143U 
8,905 

22,609 
3,033 
8,118 

364,902 
bl   243 

210387 

Tots!  dednction  from 

UTOta  deposiu 

K  redemption  fund  asainst 
F.  R.  bank  notes 

isjaeo 

S86S2 

28339 

16.714 

12,417 

10337 
66 

49,607 

10397 
10 

5376 

11,197 
400 

8305 

100 
179 

11,151 
84 

210,630 
500 

All  other  resources 

339 

TOTAL  RESOURCES 

IX0S 

743332 

153,483 

176,178 

80.278 

56350 

264397 

7S.488 

70,7S8 

110329 

62.755 

1C0.(599 

2.001.140 

LiABiT.rnBS 

Capital  Paid  in 

5373 
9.112 

72319 
13,745 

12,123 
4,126 

420367 

30324 
24.841 
15,425 

5,277 
1309 

70394 

26,250 
6,488 

6365 
6387 

104349 

13,729 
2,788 

3,470 
5,578 

37375 

10,671 
2,713 

2307 
1,021 

26,740 
4,794 

7,651 
11345 

1S032S 

1,746 
18326 

3,260 
3371 

43,762 
7.442 

2324 
5335 

35300 

2317 
139 

3303 
3,446 

66358 

7,283 

2,757 
3,042 

29380 

3,659 
589 

3374 
5,700 

61.570 

263 
4,798 

58.484 

Government  Deposits 

Due  to  memtwrs— reserve 
account. 

69,972 
1,121,129 

Due  to  nonmember  banks 

32,933 

'^oUection  Items 

Due  to  other  F.  K.  Dk's  net 

137,935 

Total  Gross  Deposits. . . . 
F.  R.  Notes  in  actual  circu- 
lation  

95,176 
29323 

333 
130305 

496373 
224,151 

11385 

106341 
42,728 

237 

127,453 
423S8 

2 

56337 
20318 

53 

32355 
21,788 

131,742 
75337 

67 

54,275 
20353 

43.991 
24327 

46 

773S7 

24,344 

5,473 

22 

37,270 
22,728 

72331 
24394 

1,351,989 
•a)573,049 

F.  R.  Bank  Notes  In  circn- 
latlon.  net  liability 

All  other  Liabilities  IncL 
Forcit'n  Oovem't  credits 

5,473 
12,145 

TOTAL  LIABILmES 

743.932 

153.483 

176.178 

80378 

56,830 

2M,997 

78,488 

70.783 

110,629 

62,73 

100.699 

2.901,140 

(a)  Total  Reserve  notes  In  circulation,  573,049. 

(b)  Difference  between  net  amounts  due  from  and  net  amoants  due  to  other  Federal  Reserve  Banks,  213;  The  Gold  Reserve  agrainst 
net  deposit  Liabilities  is  76.0!(:  Gold  and  lawful  money  reserve  acainst  net  deposit  liabilities  80.6)(.  Gold  Keserve  aeainst  Federal 
Reserve  Notes  in  actual  circulation,  8C.5!(. 

(c)  Bills  discounted  and  bousht;  mnnicipal  wamuiU:  1—15  days  89309;  16—30  days  55,667;  31—60  days  96,827;  61-90  days  43,718;  over 
80  days  3,175.    Total  289,196. 
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City  BanK  Service.** 


1  HE  correspondent  offices  of  The  National 
City  Company  offer  the  service  of  a  nation  wide 
organization  to  the  investors  of  the  country. 

We  regard  good  service  as  an  essential  factor  in  sound 
investing.  The  investor  must  secure  adequate  information 
based  upon  sound  and  experienced  judgment. 

Good  service  in  the  bond  business  is  built  around  a  group 
of  specialists — experts  in  every  department  of  finance. 

By  means  of  numerous  correspondent  offices  The  National 
City  Company  brings  to  local  investors  throughout  the 
country  the  expert  knowledge,  facilities  and  advantages  pro- 
vided by  this  nation  wide  organization. 

You  are  invited  to  consult  either  the  New  York  office  or 
any  of  the  correspondent  offices. 

The  September  list  B-60  vnll  be  forwarded  upon  request. 


The  National  City  Company 

National  Gtjr  Bank  Building,  New  York 


CORRESPONDENT  OFFICES 


PniLAOELrau,  P*. 
1421  Oiettnut  St. 

PlTTSSUUCH,  Pa. 

Farmeri  Bank  BIdg. 

Wilkis-Baike,  Pa. 
Miners  Bank  BIdg. 

Kaniai  Citt,  Mo, 
Republic  BIdg. 

DENvn,  Coio. 
First  NaU.  Bank  BIdg. 


BosTOH,  Mass. 
10  Sute  Street 

Albahy,  N.  Y. 
Douw  BIdg. 

BALTiMOas,  Mn. 
Munsey  BIdg. 

Buffalo,  N.  V. 
Marine  Bank  BIdg. 

Seattle,  Wash. 
Hoge  BIdg. 

Atlauta,  Ga.  Trust 


Chicago,  III. 
137  So.  La  Salle  St. 

London,  Enc. 
3  Lombard  Street 

Cleveland,  Ohio 
Guardian  BIdg. 

St.  Louis,  Mo. 
Bank  of  Commerce  BIdg. 

POETLAKD,  OeB. 

Railway  Exchange  BIdg. 
Co.  of  Georgia  BIdg. 


San  Francisco,  Cau 
424  California  St. 

Los  Angeles,  Cau 
Hibernian  BIdg. 

Detkoit,  Mich. 
Dime  Bank  BIdg. 

Washington,  D.  C. 
741-15thSt.N.  W. 

Minneapolis,  Minm. 
McKnight  BIdg. 
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The  War  Situation. 

THE  war  situation  from  a  military 
standpoint  does  not  change  much 
from  month  to  month,  but  except  on 
the  northern  section  of  the  Russian 
front  recent  changes  have  been  fa- 
vorable to  the  Entente  Allies.  "  The  season  is 
now  so  far  advanced  in  Russia  that  no  large 
movements  of  troops  are  likely  before  spring, 
and  in  the  meantime  it  is  hoped  that  some  pro- 
gress will  be  made  in  the  establishment  of  in- 
ternal order  in  that  country.  The  fact  that 
civil  war  has  been  averted  thus  far,  although 
at  one  time  seemingly  inevitable,  affords 
ground  for  hope  that  the  national  spirit  will 
hold  the  people  together,  and  in  time  evolve  a 
responsible  and  effective  government.  At  pres- 
ent the  country  is  helpless,  unable  to  use  its 
energies  or  resources,  because  disorganization 
is  general.  The  same  type  of  agitators  who 
are  strong  enough  even  in  the  United  States  to 
embarrass  the  government  and  impede  the  in- 
dustries, are  dominating  the  situation  in 
Russia. 

The  Peace  negotiations  of  the  Pope  have 
brought  no  tangible  results,  and  people  who  un- 
derstand the  purposes  of  the  Entente  Allies  do 
not  see  how  a  basis  for  definite  negotiations 
can  be  reached  until  the  attitude  of  the  central 
powers  shows  material  change.  Nobody  is  go- 
ing to  treat  with  the  latter  as  victors,  or  enter 
into  conferences  with  them  without  more  defi- 
nite guarantees  as  to  the  future  than  their 
governments  as  at  present  organized  are  able 
to  give.  Meanwhile  public  opinion  the  world 
over  is  concentrating  against  Germany.  China 
is  offering  to  send  troops;  Argentina,  shocked 
by  the  perfidy  of  Germany's  diplomatic  repre- 
sentative, is  at  the  point  of  breaking  off  rela- 
tions ;  Peru  is  in  the  same  position,  and  South 
America  is  likely  to  be  solid  on  the  issue.  All 
of  this  has  a  moral  influence  beyond  any  prob- 
able military  significance,  although  these  coun- 
tries are  able  to  contribute  military  and  naval 
forces.  The  German  people  are  a  practical 
people,  and  planning  even  now  for  the  recov- 
ery of  their  foreign  trade.  How  can  they  hope 
for  trade  in  a  world  of  enemies?  This  world 
antagonism  is  not  against  German  science,  Ger- 
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man  industry  or  German  commercial  enter- 
prise, which  are  appreciated  as  beneficial  to 
all  countries,  but  against  German  militarism, 
and  this  fact  must  be  evident  in  time  to  the 
German  people. 

The  United  States  has  been  in  the  war  by 
declaration  now  six  months,  but  its  weight 
has  not  yet  been  felt  on  the  battle-front,  and 
will  not  be  for  months  to  come.  But  troops 
are  being  made  ready  for  action,  the  war  bud- 
get of  the  Treasury  for  this  year  is  as  large  as 
Germany's  expenditures  in  the  last  three  years, 
and  the  industries  of  this  country  are  being 
pushed  to  their  utmost  capacity  to  furnish 
equipment  and  supplies  for  next  year's  effort. 
These  preparations,  as  the  President  has  re- 
peatedly said,  are  not  for  the  aggrandizement 
of  this  country.  No  territory  or  indemnities 
are  sought  for  ourselves.  The  United  States 
is  in  the  war  to  vindicate  the  public  law  of 
nations  and  establish  it  firmly  upon  principles 
of  justice  and  democracy.  It  is  to  be  hoped 
that  peace  may  come  soon,  but  after  the  hor- 
rors of  the  last  three  years  the  people  of  this 
country  will  support  their  government  in  its 
declaration  that  peace  must  be  gained  upon  an 
enduring  basis.  This  government,  it  may  be 
assumed,  has  more  information  about  the  atti- 
tude of  the  German  government  than  is  ob- 
tainable from  the  Chancellor's  letter  to  the 
Pope. 

The  Business  Situation. 

Trade  is  generally  active,  and  showing  the 
usual  increase  as  we  enter  the  autumn.  R.etail 
absorption  continues  large,  but  the  increase  in 
bank  clearings,  about  25  per  cent,  over  a  year 
ago,  is  scarcely  enough  to  cover  the  rise  of 
prices.  The  influence  of  the  .war  is  over  the 
whole  situation,  government  orders  taking 
precedence  over  private  business  and  obscur- 
ing to  some  extent  the  volume  of  normal  de- 
mand. The  favorable  crop  situation  has  in- 
spired confidence,  the  feeling  throughout  the 
interior  being  that  with  the  great  purchasing 
power  possessed  by  the  agricultural  commun- 
ity prosperous  times  are  assured  for  another 
year. 
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With  prices  on  a  very  high  level  merchants 
are  cautious  about  buying  for  next  spring  de- 
liveries, but  current  trade  is  brisk.  Cotton 
goods  arc  fifty  per  cent,  higher  than  a  year 
ago,  but  production  is  readily  absorbed.  Gov- 
ernment purchases  are  an  important  factor  in 
woolens  and  the  production  of  cloth  is  limited 
by  the  supply  of  wool.  It  is  hoped  that  the 
British  government  will  release  further  con- 
signments from  Australia.  Sales  of  western 
wool  are  reported  at  70  cents  per  pound. 

Whether  the  end  of  the  war  will  bring  lower 
or  higher  prices  is  a  debated  question.  On 
general  principles  it  is  assumed  that  when 
peace  is  restored  and  the  armies  are  returned  to 
industry,  production  will  be  increased  and 
prices  will  eventually  tend  to  lower  levels,  but 
it  will  be  some  time  before  industry  is  reorgan- 
ized, and  meanwhile  stocks  will  be  very  low 
everywhere.  Moreover,  the  first  effect  of  start- 
ing up  the  industries  will  be  to  create  a  strong 
demand  for  raw  materials.  It  has  been  ac- 
cepted that  the  central  countries  of  Europe  will 
be  eager  buyers  of  cotton  and  wool  as  soon  as 
their  markets  are  open. 

The  Crops. 

The  most  important  factor  in  the  business 
situation  undoubtedly  is  the  crops,  and  interest 
for  the  past  month  has  centered  upon  the 
progress  of  corn.  The  acreage  in  corn  tliis 
year  is  the  largest  ever  planted,  but  planting 
was  delayed  by  a  backward  spring  and  there 
has  not  been  enough  hot  weather  to  bring  the 
crop  up  to  normal  growth  at  any  date.  Frosts 
on  the  9th  and  10th  of  September  touched  it 
lightly  in  some  sections,  but  the  great  bulk  of 
it  is  still  unharmed  and  probably  most  of  it  is 
now  past  danger.  More  is  brought  over  the 
line  every  day  of  fair  weather,  but  a  week 
or  two  more  without  frost  is  wanted  to 
enable  the  country  to  realize  on  the  really 
grand  prospect  which  the  acreage  and  stand 
have  afforded.  Probably  one  week  more  of 
good  weather  will  assure  as  large  a  crop  as  the 
country  has  ever  made.  If,  fortunately,  frost 
does  not  work  further  mischief,  the  com  yield 
will  go  far  to  ease  the  food  situation  for  the 
coming  year. 

A  good  crop  of  com  is  usually  expected  to 
assure  a  good  supply  of  meats  at  moderate 
prices,  and  particularly  of  hog  products,  but 
this  year  the  available  supply  of  stock  for  feed- 
ing has  been  cut  down  by  the  extremely  high 
prices  which  have  ruled  for  com.  If  this  crop 
makes  3,000,000,000  bushels  a  larger  share  than 
usual  must  be  used  for  human  tood,  and  this 
will  release  wheat  for  export. 

Following  the  short  crop  of  com  a  year  ago, 
farmers  sacrificed  their  stock  animals,  and  for 
the  last  two  months  the  live  weight  of  hogs 
received  at  western  markets  has  been  only  65 
per  cent,  of  the  ten  year  average.    Along  with 


this  falling  off  of  marketings  we  are  in  the  midst 
of  an  enormous  export  movement.  The  av- 
erage yearly  exports  of  meats  for  3  years  prior 
to  the  war  were  2,574,632  lbs.  of  fresh  pork, 
377,667,667  lbs.  of  hams  and  bacon.  The  ex- 
ports for  the  year  ending  June  30,  1917,  were 
50,429,275  lbs.  of  fresh  pork  and  933,811,642 
lbs.  of  hams  and  bacon.  The  average  annual 
shipments  of  all  kinds  of  meats  for  the  3  years 
preceding  the  war  were  486,837,839  lbs.  For 
the  year  ending  June  30,  1916,  the  exports  of 
meats  totaled  1,323,779,731  lbs.  and  for  the  year 
ending  June  30,  1917,  the  exports  of  hog  pro- 
ducts alone  totaled  1,499,476,444  lbs. 

During  the  past  month,  corn-fed  beef  cattle 
have  sold  at  $17.85  per  hundredweight,  hogs  at 
$19  and  lambs  at  $18.35  on  the  Chicago  market. 
AH  of  these  are  record  prices,  except  that  hogs 
touched  $20  a  few  weeks  earlier.  In  September, 
1916,  the  top  figures  were  $11.50  for  cattle, 
$11.60  for  hogs  and  $11.40  for  lambs.  At  pres- 
ent prices  there  is  strong  temptation  to  farmers 
to  sacrifice  breeding  animals,  but  there  is  good 
reason  to  believe  that  in  the  long  run  it  will  pay 
better  to  stay  in  stock.  Grain  prices  may  fall 
rapidly  after  the  war,  but  meats  are  likely  to 
bring  high  prices  for  some  years  to  come. 

All  accounts  of  the  wheat  crop  say  that  it  has 
threshed  out  a  fine  quality  and  a  yield  rather  bet- 
ter than  expected.  The  same  reports  come  of 
the  Canadian  crop,  which  is  now  estimated  at 
250,000,000,  against  an  earlier  estimate  of  225,- 
000,000.  The  oats  crop  in  tliis  country  is  the 
finest  ever  grown,  yield  and  quality  both  consid- 
ered. Two  otlier  staple  food  crops,  beans  and 
potatoes,  have  also  scored  record  yields,  while 
fruit  and  vegetables  generally  are  in  large  supply. 
Altogether,  Nature  has  probably  never  been  more 
generous,  and  the  farmers,  considering  the  short- 
age of  labor,  have  made  an  extremely  good  show- 
ing. 

Fall  plowing  is  already  well  advanced,  and 
the  prospects  are  that  under  the  minimum  price 
guaranty  of  $2.00  per  bushel  the  largest  winter 
wheat  crop  on  record  will  be  sown.  Recent  rains 
are  favorable  to  giving  it  a  good  start. 

Meanwhile,  to  help  out  before  our  next  wheat 
crop  will  be  harvested,  it  is  good  to  know  that 
the  crop  of  Argentina,  which  will  be  harvested  in 
December,  is  very  promising.  Australia  has  150,- 
000,000  bushels  of  wheat  in  store  from  the  last 
two  crops,  and  another  crop  coming  on  this 
winter,  but  the  shortage  of  .shipping  makes  it 
difficult  to  move  grain  from  either  Australia  or 
Argentina. 

The  cotton  crop  has  suffered  deterioration 
during  the  month,  from  drought  in  Texas,  and 
insects  in  other  .sections.  The  crop,  like  the 
corn  crop,  had  a  late  start,  and  it  has  been  back- 
ward all  of  the  season.  The  visible  supply  is 
nearly  1,000,000  bales  lower  than  a  year  ago. 
The  price  at  southern  markets  is  around  24 
cents  per  pound. 


The  Labor  Situation. 

The  labor  situation  is  disquieting  in  all  parts 
of  the  country,  and  but  for  the  good  crop  yield, 
which  gives  promise  that  food-stuffs  will  not 
generally  go  above  present  levels,  it  would  be 
alarming.  It  is  not  surprising  that  with  high 
prices  prevalent  on  all  sides  wage-earners  should 
claim  more  pay,  but  the  disquieting  thing  is  that 
higher  wages  mean  still  higher  prices,  and  thus 
we  travel  in  a  circle.  At  last  the  explana- 
tion is  that  the  countrj-  is  trying  to  do 
more  work  than  there  is  labor  to  do  it  with.  A 
vast  amount  of  work  is  being  done  under  rush 
conditions  for  the  government,  and  the  contrac- 
tors have  offered  wages  that  would  bring  labor 
out  of  the  regular  industries.  Sixteen  canton- 
ments have  been  built  in  different  parts  of  the 
country  at  a  cost  of  $150,000,000,  in  three 
months,  and  about  8,000  to  10,000  workmen  have 
been  employed  on  each.  The  influence  of  this 
upon  the  labor  situation  has  been  widespread. 
Numerous  shipyards  are  under  construction,  steel 
works  and  munition  plants  are  crowded  with 
orders  and  hundreds  of  new  coal  mines  are 
struggling  to  get  a  share  of  the  labor  supply. 
The  point  has  been  reached  where  it  is  a  serious 
question  whether  any  further  construction  work 
should  be  done  unless  directly  required  by  the 
war  emergency.  Where  is  the  use  in  enlarging 
capacity  when  the  present  capacity  of  the  indus- 
tries cannot  be  manned  ?  It  may  seem  to  an  indi- 
vidual that  he  can  enlarge  his  business  profitably, 
but  if  he  can  only  operate  the  new  capacity  h^ 
hiring  labor  away  from  other  equally  important 
work  there  is  no  gain,  and  the  entire  level  of 
costs  is  being  constantly  raised  by  this  process. 
It  is  reported  that  the  government  in  some  in- 
stances has  taken  steps  to  prevent  its  contractors 
from  hiring  labor  away  from  each  other,  where 
all  were  working  on  a  cost  plus  percentage 
basis,  but  something  like  that  competition  is 
occurring  all  around  the  industries.  A  move- 
ment to  check  it  would  probably  be  resented  by 
the  wage-earners,  and  like  all  price-fixing  is  open 
to  serious  objections.  The  real  remedy  all 
around  is  indicated  by  the  high  wages  and 
prices:  it  is  for  the  public  to  curtail  consump- 
tion, in  order  that  labor  may  be  released  for  the 
war  work. 

The  United  States  Steel  Corporation  has  led 
off  with  another  wage  advance  of  10  per  cent., 
and  the  other  steel  companies  are  following. 
The  coal  miners,  with  whom  a  liberal  settle- 
ment was  made  in  April,  are  insisting  upon 
another  advance.  The  cost  of  living  is  not 
higher  than  it  was  in  April,  but  the  wages 
paid  in  other  industries  make  the  miners  dis- 
contented ;  moreover,  it  is  said  that  a  shortage 
of  cars,  cutting  down  the  working  time,  is  a 
grievance. 

In  the  textile  industries  of  New  England  a 
movement  is  on  for  a  further  round  advance  in 
wages. 


The  railway  trainmen  achieved  a  great  vic- 
tory last  March  by  establishing  the  unit  eight- 
hour  day  in  train  service.  Train  runs  have 
remained  practically  unchanged,  because  they 
could  not  be  changed  except  by  moving 
division  points  or  running  lighter  trains,  which 
would  increase  costs  more  than  the  payment  of 
overtime.  The  effect,  as  predicted,  has  been  to 
add  greatly  to  the  overtime.  It  is  understood 
that  further  requests  from  the  trainmen  are  in 
preparation. 

The  final  effect  of  this  situation  in  the  manu- 
facturing industries  is  to  constantly  attract  la- 
bor from  the  farms,  thus  curtailing  the  food 
supply,  enhancing  the  cost  of  living  in  the 
cities  and  seemingly  furnishing  a  reasonable 
basis  for  further  demands  by  the  wage-earners. 
We  say  "seemingly"  because  it  is  evident  that 
at  some  point  in  this  circle  an  influence  should 
develop  for  the  return  of  workers  to  the  farms. 
Raising  wages  in  the  cities  will  never  com- 
pensate for  declining  supplies  of  foodstuffs,  if 
the  higher  wages  continue  to  draw  labor  from 
the  farms. 

The  Railways. 

The  railways  are  handling  more  traffic  than 
ever  before  and  report  an  encouraging  degree  of 
cooperation  on  the  part  of  shippers  in  loading 
cars  to  capacity  and  in  prompt  handling. 
Railway  men  are  pleased  with  the  results  of 
combined  management,  by  which  the  interests 
of  individual  lines  are  subordinated  and  traffic 
is  handled  solely  with  a  view  to  the  most  expe- 
ditious results.  The  outlook  for  handling  the 
traffic  this  fall  and  winter,  however,  and  par- 
ticularly the  coal  tonnage,  is  giving  a  great  deal 
of  concern. 

Gross  earnings  of  all  roads  for  July  were 
$333,407,171,  against  $289,842,166  last  year,  an 
increase  of  15  per  cent.,  but  net  earnings 
increased  only  from  $103,170,216  to  $106,337,- 
406,  or  3  per  cent.  For  the  seven  months  of 
this  calendar  year  net  earnings  for  all  roads 
were  less  than  for  the  corresponding  months  of 
1916,  and  the  eastern  lines  lost  $39,086,123 
from  net,  while  their  gross  revenue  increased 
$78,584,186. 

The  two  big  systems  of  the  East,  Pennsyl- 
vania and  New  York  Central,  have  suffered  se- 
verely. In  the  seven  months  Pennsylvania's 
gross  earnings  rose  from  $131,283,993  to  $145,- 
320,244,  while  its  net,  after  operating  expenses 
and  taxes,  fell  from  $31,332,061  to  $26,797,697. 
New  York  Central  (excluding  Boston  & 
Albany)  gained  $6,145,610  in  gross  revenues, 
and  in  net  fell  from  $22,173,341  to  $11,307,857. 
Its  net  revenues  were  nearly  cut  in  two,  and  as 
a  result  its  stock  sold  down  during  the  past 
month  to  74 J4.  the  lowest  price  recorded  since 
1875.  Even  Pennsylvania,  the  best  sustained 
stock  on  the  list,  and  with  a  property  whose 
reproduction  cost  would  be  high  above  its 
capitalization,  fell  below  par.  The  Western 
roads  have  not  fared  so  badly,  but  the  railway 


situation  demands  the  earnest  attention  of  the 
country.  The  companies  have  no  control  over 
their  revenues,  and  are  almost  helpless  in 
dealing  with  expenditures. 

The  Money  Situation. 

The  demands  upon  the  banking  system  at 
this  time  are  very  great.  The  situation  is  in 
marked  contrast  to  that  of  the  first  year  of  the 
war,  when  deposits  were  a  burden.  Even  yet 
among  the  banks  of  the  smaller  towns  in  the 
interior,  out  of  the  manufacturing  districts,  the 
banks  find  it  difficult  to  place  their  funds  lo- 
cally, but  there  is  no  such  difficulty  at  the  cen- 
ters. The  high  prices  of  materials  and  goods 
and  the  delays  in  transportation  compel  manu- 
facturers and  merchants  to  use  more  credit 
than  usual,  and  the  largest  crop  in  the  history 
of  the  country,  valued  at  nearly  double  normal 
prices,  is  moving  to  market.  In  the  face  of 
this  situation  the  Treasury  has  put  out  $550,- 
000,000  of  short  time  certificates,  is  now  offer- 
ing $400,000,000  more,  and  today  invites  sub- 
scriptions to  a  $3,000,000,000  loan. 

Nevertheless  the  first  month  of  the  fall  sea- 
son has  been  passed  very  comfortably.  Money 
is  close  in  New  York,  with  none  to  spare  out- 
side of  necessary  wants,  but  all  trade  require- 
ments are  met,  and  enough  has  been  supplied 
upon  collateral  loans  to  avert  any  forced  liqui- 
dation in  the  stock  market.  Cheap  money  is 
not  to  be  had,  and  there  is  no  prospect  of  hav- 
ing it,  but  cheap  money  would  be  out  of  keep- 
ing with  the  present  situation.  No  stimulus  to 
expansion  is  required  at  this  time.  As  yet  the 
New  York  banks  have  resorted  but  little  to  the 
Federal  reserve  bank — preferring  to  keep  ex- 
pansion within  the  limits  of  their  own  re- 
sources, although  holding  themselves  in  readi- 
ness to  use  the  reserve  resources  if  there  was 
public  reason  for  doing  so.  With  the  loans  of 
the  New  York  clearing  house  banks  aggregat- 
ing over  $3,800,000,000  the  total  rediscouiits  of 
this  district,  which  includes  all  of  New  York 
State  and  parts  of  Connecticut  and  New  Jer- 
sey aggregate  only  $75,618,202  and  the  open 
market  purchases  of  the  reserve  bank  are 
$72,534,613. 

The  wheat  crop  of  the  northwest  has  been 
moving  slowly,  some  say  because  of  dissatisfac- 
tion among  the  farmers  with  the  government 
price,  but  we  are  disposed  to  think  it  due 
rather  to  the  fact  that  the  farmers,  feeling  as- 
sured of  the  same  price  later,  have  preferred  to 
use  the  good  fall  weather  for  doing  the  press- 
ing farm  work.  Labor  is  scarce  everywhere, 
and  reports  indicate  that  the  farmers  are  pre- 
paring for  next  year's  crop  by  doing  a  large 
amount  of  fall  plowing.  The  slow  movement 
of  grain  has  made  the  demand  for  money 
for  that  purpose  lighter  than  was  anticipated.  In 
the  southwest  cotton  has  been  moving  freely  and 
the  banking  conditions  are  already  becoming  easy. 


The  reserve  banks  arc  supplying  more  of  the 
crop-moving  demand  than  heretofore,  and  their 
ability  to  furnish  currency  in  the  form  of  Fed- 
eral reserve  notes  is  a  helpful  factor. 

The  surplus  reserves  of  the  Clearing  House 
banks  of  New  York  on  September  29th  were 
$77,012,120.  Collateral  loans  and  call  money 
are  on  a  6  per  cent,  basis.  Commercial  paper, 
Sy3  per  cent. 

Federal  Reserve  System. 

The  total  of  rediscounts  and  acceptances 
held  by  the  twelve  reserve  banks  is  $410,091,- 
000,  the  total  of  reserve  deposits  is  $1,137,- 
491,000,  and  of  cash  reserves,  $1,447,821,000. 

With  the  great  task  ahead  of  supplying 
credit  to  the  government  for  handling  the  war 
expenditures  there  is  imperative  need  to  con- 
solidate the  banking  resources  of  the  country. 
Nobody  can  question  that  the  situation  would 
be  stronger  if  all  of  the  banking  institutions 
operating  under  state  charters,  which  are 
eligible,  would  join  the  federal  system. 
All  concessions  that  could  reasonably  be  asked 
have  now  been  granted,  and  it  is  believed 
that  a  very  large  movement  is  about  to  occur. 
It  is  not  too  much  to  say  now  that  there  is 
a  duty  call  upon  every  state  banker  to  join 
the  national  organization.  In  union  there  is 
strength,  and  a  look  at  the  estimates  of  the 
Treasury  should  convince  every  banker  that 
we  have  need  to  utilize  all  of  our  strength.  It 
would  be  as  sensible  to  send  our  regiments  to 
France  to  fight  each  for  itself,  without  an 
army  organization,  as  to  have  our  thousands 
of  banks  stand  alone,  each  with  its  own  little 
pot  of  cash  reserves,  in  a  time  of  great  finan- 
cial transactions  such  as  we  are  entering  upon. 
Payments  into  and  out  of  the  Treasury  will 
be  on  an  enormous  scale,  and  every  com- 
munity in  the  country  will  be  more  or  less 
affected  by  their  ebb  and  flow.  If  the  Treas- 
ury turns  its  income  into  the  Federal  reserve 
banks,  and  makes  its  payments  through  them, 
and  all  the  banks  of  the  country  keep  their 
reserves  in  these  banks,  these  great  transac- 
tions will  be  handled  almost  wholly  by  book- 
keeping entries.  The  reserve  banks  will  be 
able  to  maintain  the  equilibrium,  protecting 
every  individual  bank  and  every  locality  from 
stringency.  The  situation  will  need  super- 
vision in  this  manner.  There  is  every  reason 
for  confidence  if  the  banks  are  organized  and 
acting  as  a  system,  but  this  is  a  time  when 
every  banker  should  be  a  good  soldier  and 
take  his  place  where  he  will  count  for  most 
in  supporting  the  general  situation.  This  is 
one  way  to  show  how  a  free  people  can  or- 
ganize themselves  for  efficiency. 

The  Guaranty  Trust  Company,  of  New  York 
City,  the  largest  banking  institution  of  the 
country  outside  of  the  National  banking  sys- 
tem, and  in  the  very  front  rank  of  American 
banks,  has  announced  its  intention  of  joining 
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the  reserve  system.  Other  prominent  New 
York  state  banks  have  joined  and  the  leading 
state  banks  of  Chicago  have  done  so.  Every 
good  example  will  bring  others. 

Send  in  the  Qold  Certificates. 

Again  we  would  call  attention  to  the  ad- 
visability of  substituting  Federal  reserve 
notes  for  gold  certificates  in  circulation. 
Hundreds  of  millions  of  gold  certificates  are 
passing  from  hand  to  hand  daily  in  ordinary 
business  transactions,  when  reserve  notes  or 
national  bank  bank  notes  would  answer  as 
well.  Paying  and  receiving  tellers  should  be 
instructed  to  sort  out  gold  certificates  for  re- 
mittance to  the  reserve  banks  for  use  as  re- 
serve money.  They  will  broaden  the  base 
under  our  entire  credit  structure.  Pay  out 
Federal  reserve  notes  for  circulation. 

Gold  Embargo. 

We  described  last  month  the  situation  in 
the  foreign  exchanges  which  has  been  causing 
the  dollar  to  be  quoted  at  a  discount  in  coun- 
tries which  on  direct  trade  with  this  country 
were  largely  in  our  debt,  and  which  has  been 
responsible  for  much  of  our  gold  exports. 
Since  then  the  President  has  taken  action  un- 
der authority  given  by  the  Act  of  Embargo, 
and  has  placed  all  exportations  of  coin  and 
bullion  under  the  control  of  the  Secretary  of 
the  Treasury,  who  has  placed  the  exercise  of 
authority  in  the  hands  of  the  Federal  reserve 
board.  Coin  and  bullion  may  be  exported  only 
by  submitting  a  request,  and  having  approval 
in  each  case.  The  occasion  for  it  must  be 
stated,  and  the  Board  will  judge  whether  or  not 
the  transaction  is  of  such  public  interest  as  to 
justify  the  loss  ol  gold  from  the  country's  re- 
serves. The  wants  of  individuals  must  be  sub- 
ordinated to  the  general  good.  Permission  to 
make  payment  for  staple  articles  of  common 
use  is  readily  granted. 

It  is  well  known  that  the  government  of 
Great  Britain  has  sought  to  discourage  the  im- 
portation of  unnecessary  commodities,  because 
adverse  balances  were  created  which  lowered 
the  purchasing  power  of  the  pound  sterling. 
It  has  placed  obstacles  upon  the  exportation  of 
gold  from  London  under  such  circumstances, 
while  freely  shipping  gold  to  the  United 
States.  But  as  the  pound  sterling  was  arti- 
ficially supported  here,  it  became  possible  to 
sell  sterling  drafts  here  at  slight  discount,  and 
take  the  proceeds  away  in  gold.  The  effect 
was  to  nullify  the  eflforts  of  the  British  govern- 
ment to  control  merchandise  importations  into 
that  country,  and  also  to  nullify  its  efforts  to 
sustain  sterling  in  this  market.  The  exporta- 
tions of  gold  under  such  circumstances  are  not 
desired  by  Great  Britain  and  certainly  do  not 
serve  the  interests  of  this  country.  In  the 
three  months  of  May,  June  and  July  the  ex- 
ports of  gold  from   this  country  aggregated 


$193,900,000.  The  policy  of  "earmarking"  gold, 
or  segregating  it  for  safe-keeping,  has  been 
disapproved,  as  having  practically  the  effect  of 
exportation. 

The  Bond  Act. 


The  big  bond  act  became  a  law  in  record  time, 
and  practically  as  proposed  and  outlined  a  month 
ago.  It  authorizes  $7,538,945,460  of  bonds,  in 
addition  to  the  $2,000,000,000  Liberty  loan 
already  sold,  to  bear  interest  at  not  more  than 
4  per  cent.  This  includes  the  unissued  bonds 
authorized  by  the  act  of  April  24,  1917,  which 
were  limited  to  3^  per  cent. 

The  act  also  enlarges  the  authority  of  the 
Secretary  of  the  Treasury  to  borrow  by  the 
issue  of  Treasury  certificates  running  not  more 
than  one  year,  and  in  such  form  and  at  such  rates 
of  interest  as  he  may  determine.  These  certifi- 
cates are  designed  to  facilitate  the  operations  of 
the  Treasury  and  by  their  use -its  borrowings  are 
spread  over  tlie  periods  between  bond  offerings. 
The  act  increases  the  aggregate  amount  of  these 
certificates  which  may  be  outstanding  at  once  to 
$4,000,000,000.  These  certificates  correspond  to 
the  Treasury  bills  of  which  the  British  Treasury 
now  has  about  $4,000,000,000  outstanding.  The 
governments  of  ail  the  warring  countries  are 
using  similar  paper  freely. 

One  of  the  most  interesting  features  of  the 
bond  bill  is  the  provision  for  War  Savings  Cer- 
tificates. These  are  intended  to  meet  the  need 
for  a  government  obligation  in  small  denomina- 
tions, obviating  the  great  amount  of  labor  in- 
volved in  partial  payments  upon  bonds  and  in 
remitting  semi-annual  interest  upon  such  bonds. 
The  idea  is  to  discount  the  interest  for  the  full 
term,  in  tlie  face  of  the  obligation.  The  rate  of 
interest  and  all  terms  are  left  to  determination 
by  the  Secretary  of  the  Treasury,  except  that 
they  may  not  run  over  five  years,  the  total 
amount  outstanding  must  not  exceed  $2,000,- 
000,000,  the  amount  sold  to  one  person  at 
one  time  must  not  exceed  $100,  and  it  shall 
not  be  lawful  for  one  person  to  hold  at  any  one 
time  more  than  $1,000  of  them. 

The  Secretary  of  the  Treasury  has  appointed 
a  committee  to  assist  him  in  developing  this  war 
savings  certificates  idea,  consisting  of  Mr.  F.  A. 
Vanderlip,  of  New  York;  Mrs.  George  Bass, 
Chicago;  Mr.  Henry  Ford,  Detroit;  Mr.  F.  A. 
Delano,  Washington;  Mr.  Eugene  Meyer,  Jr., 
New  York ;  Mr.  Charles  L.  Bayne,  Boston. 

These  certificates  will  not  be  ready  until  De- 
cember. 

Price-Fixing  and  Taxation. 

The  price-fixing  negotiations  which  have 
been  an  element  of  disturbance  in  the  markets 
have  progressed  far  enough  to  remove  some  of 
the  uncertainty.  The  copper  price,  23J/2  cents 
per  pound,  is  accepted  as  fair.     The  fixing  of 


steel  prices  is  much  more  complicated,  because 
of  the  materials  which  are  involved  and  the 
relations  which  must  be  maintained  between 
products  of  various  stages  of  manufacture.  The 
prices  fixed  upon  finished  products,  as  ship- 
plates  at  $65  per  ton,  are  considerably  below 
recent  quotations,  but  quoted  prices  for  some 
time  have  been  much  above  the  level  at  which 
the  bulk  of  production  was  being  sold.  As  in 
the  case  of  copper,  steel  prices  were  reached 
by  conference  and  agreement. 

The  price-fixing  authorities  have  been  most 
perplexed  over  the  task,  which  at  first  they 
seemed  to  think  it  necessary  to  assume,  of 
adjusting  prices  to  suit  different  costs,  and 
particularly  as  between  the  producers  who  con- 
trol all  stages  of  manufacture  and  those  who 
cover  only  one  or  more  stages  of  the  process. 
It  is  a  favorite  theory  in  some  quarters  that  if 
different  companies  mine  ore,  do  the  transpor- 
tation, make  coke,  produce  pig  iron,  billets, 
etc.,  and  conduct  the  several  processes  up  to 
the  finished  goods  independently,  they  are  each 
entitled  to  a  manufacturer's  compensation,  but 
that  if  one  organization  conducts  all  of  the 
operations,  coordinating  and  harmonizing 
them,  it  is  entitled  to  only  one  manufacturer's 
profit.  In  the  past  the  gains  resulting  from 
improved  methods  in  the  industries  have  been 
deemed  as  fairly  belonging  to  those  who  devise 
and  introduce  the  new  methods,  so  long  as  they 
can  hold  them,  as  a  proper  reward  and  encour- 
agement for  initiative.  Industry  changes  con- 
stantly, and  all  such  economics  reach  the  en- 
tire community  in  due  time.  There  is  gain  to 
the  community  wherever  economies  are  ef- 
fected, no  matter  who  the  immediate  bene- 
ficiaries may  be,  and  the  public  has  much  more 
to  gain  by  encouraging  improved  methods  than 
by  attempting  to  arbitrarily  seize  upon  the 
savings  which  result  from  them. 

The  graduated  scale  of  taxation  is  a  more 
practical  method  of  reaching  large  profits  than 
graduated  price-fixing,  and  the  new  revenue 
bill  has  employed  it  very  effectively.  The 
measure  was  first  framed  with  the  intention  of 
taxing  only  the  excess  of  war-time  profits  over 
pre-war  profits,  but  in  its  final  form  it  applies 
to  the  excess  of  all  profits  above  7  to  9  per 
cent,  on  invested  capital.  Some  latitude  is  al- 
lowed to  cover  cases  where  profits  during  the 
years  adopted  as  the  base  were  below  normal. 
In  conference  the  measure  has  been  liberalized 
in  some  degree  in  the  determination  of  what 
may  be  included  as  capital. 

There  is  much  to  be  said  on  general  prin- 
ciples against  the  whole  scheme  of  graduated 
taxation,  particularly  as  applied  to  earnings  in 
business,  but  it  is  true  that  when  the  nation 
needs  money  in  time  of  war  ordinary  rules  can- 
not govern.  In  normal  times  the  true  policy 
for  the  state  is  to  look  to  the  future,  and  ad- 
here to  principles  which  will  promote  thrift, 


industry  and  progress.  Profits  which  become 
capital  and  are  used  for  increasing  production 
arc  the  most  powerful  agency  for  social  ad- 
vancement. But  in  a  crisis  like  the  present  the 
energies  of  a  people  must  be  concentrated  upon 
the  great  task  in  hand.  Industrial  develop- 
ment is  necessarily  curtailed  except  as  it  is 
directly  helpful  in  the  war.  Capital  cannot  be 
invested  as  usual,  because  labor  and  materials 
are  not  to  be  had.  Under  the  circumstances 
taxation  must  be  heavy  and  the  people  are  recon- 
ciled to  it.  The  fear  about  it  has  been  that 
Congress  might  be  misled  by  exaggerated  rep- 
resentations about  profits.  A  large  part  of  the 
nominal  profits  of  the  present  time  will  never 
be  realized  as  real  profits.  They  exist  in  in- 
ventories of  higher  priced  materials,  and  in 
brick  and  mortar  and  high-priced  machinery, 
and  will  largely  disappear  when  inventories  have 
to  be  readjusted  after  the  war. 

The  Coming  Loan. 

The  second  of  the  gp-eat  war  loans  is  offered 
October  1st  and  subscriptions  will  close  on 
October  27th.  The  amount  of  the  loan  is 
$3,000,000,000,  but  one-half  of  any  excess  sub- 
scriptions will  be  accepted.  The  down  payment 
will  be  2  per  cent.,  the  second  payment  will  be 
18  per  cent,  on  November  15th,  3rd  payment, 
40  per  cent,  on  December  15th,  and  4th  payment 
40  per  cent,  on  January  15th.  The  interest  rate 
is  4  per  cent.,  payable  semi-annually,  interest 
accruing  after  November  15th,  and  interest  pay- 
ments falling  on  May  15th  and  November  15th. 
The  bonds  will  be  due  in  twenty-five  years,  with 
an  option  to  the  Government  of  payment  after 
ten  years.  The  bonds  will  be  convertible  into 
any  issue  bearing  a  higher  rate  offered  during  the 
war,  application  is  made  within  six  months  from 
date  of  announcement  of  the  issue  into  which 
conversion  is  desired. 

These  bonds  will  be  exempt  from  state  and 
local  taxation,  except  state  inheritance  taxes,  but 
will  not  have  tlie  complete  exemption  from  fed- 
eral taxation  which  has  been  heretofore  granted 
to  government  obligations.  The  terms  of  exemp- 
tion are  set  out  in  the  following  provision  of  the 
bond  act: 

These  bonds  and  certificates  will  be  exempt,  both 
as  to  principal  and  interest,  from  all  taxation  now  or 
hereafter  imposed  by  the  United  States,  any  state  or 
any  of  the  possessions  of  the  United  States,  or  by 
any  local  taxing  authority,  except  (a)  estate  or  in- 
heritance taxes,  and  (b)  graduated  additional  in- 
come taxes,  commonly  known  as  surtaxes  and  excess 
profits  and  war  profits  taxes,  now  or  hereafter  im- 
posed by  the_  United  States  upon  the  income  or 
profits  of  individuals,  partnerships,  associations,  or 
corporations;  and  the  interest  on  an  amount  of 
bonds  and  certificates  authorized  in  the  bond  act, 
the  principal  of  which  docs  not  exceed  in  the  agRre- 
gatc  $5,000,  owned  by  any  individual,  partnership, 
association,  or  corporation,  will  be  exempt  from  the 
taxes  provided  for  in  clause  (b)  above. 

It  will  be  seen  that  by  the  exemption  of  the 
income  from  bond-holdings  up  to  $5,000  an  in- 


ducement  has  been  offered  for  a  wide  distribu- 
tion. Above  holdings  of  $5,000,  interest  upon 
the  bonds  is  exempt  from  the  normal  income  tax, 
but  is  subject  like  other  incomes  to  the  super- 
income  or  excess-profits  taxes. 

Under  the  war  super-taxes  the  new  issue  will 
yield  a  lower  net  return  to  possessors  of  large 
incomes  than  the  3j/2  per  cent,  issue,  but  the  4 
per  cent,  rate  makes  it  more  attractive  to  small 
holders.  A  United  States  government  bond  at 
4  per  cent,  is  a  very  fine  investment,  and  while 
the  higher  super-taxes  will  make  serious  inroads 
on  the  income  so  long  as  they  are  maintained, 
they  apply  to  all  incomes  in  the  same  manner, 
and  when  taxation  is  reduced,  as  we  may  venture 
to  hope  it  will  be  sometime,  the  bonds  should 
command  a  premium. 

Tlie  amount  offered,  $3,000,000,000,  is  a  very 
large  sum,  but  it  will  be  remembered  that  it  was 
somewhat  exceeded  by  the  subscriptions  offered 
to  the  first  loan,  when  only  $2,000,000,000  was 
asked.  The  time  is  more  favorable  now.  The 
season's  crops  are  practically  assured,  a  year  of 
unusual  prosperity  in  nearly  all  sections  of  the 
country  will  be  soon  completed.  The  gravity  of 
war  has  been  brought  home  to  all  communities 
by  the  departure  of  hundreds  of  thousands  of 
young  men  for  the  training  camps,  and  there 
is  every  reason  to  believe  that  the  country  will 
respond  heartily  with  the  means  to  support  the 
armies  in  the  field. 

The  raising  of  a  great  loan,  however,  caimot 
be  allowed  to  depend  upon  spontaneous  action. 
It  can  only  be  done  by  a  thorough  organization, 
reaching  into  every  locality,  dividing  the  task, 
and  bringing  home  to  all  citizens  a  knowledge  of 
what  others  are  doing  and  of  the  responsibility 
that  belongs  to  every  one  who  enjoys  tlie  privi- 
leges and  blessings  of  life  in  this  favored  land. 
The  experience  of  the  first  campaign  will  be  of 
great  value.  As  in  that  campaign  the  task  of 
leadership  will  fall  largely  upon  the  bankers  and 
we  exjiect  them  to  give  an  even  better  account  of 
themselves  than  before. 

The  Treasury  will  give  every  possible  consid- 
eration to  the  subject  of  handling  the  funds  so 
as  to  cause  the  least  disturbance  to  banking  con- 
ditions in  all  localities.  Payments  will  come  at 
a  time  when  bank  deposits  are  generally  high, 
and  now  that  reserves  are  mainly  concentrated 
in  the  reserve  banks,  and  with  the  experience 
gained  from  dealing  with  the  previous  loan, 
it  is  believed  that  the  shift  of  credits  can  be 
accomplished  without  interfering  with  usual 
accommodations  anywhere. 

Secretary  McAdoo  has  announced  that  the 
3}4  per  cent.  Liberty  bonds  may  be  converted 
into  the  4  per  cents  at  any  time  within  six  months 
from  November  15,  1917.  If  not  so  converted 
they  may  be  converted  into  any  subsequent  issue 
drawing  more  than  4  per  cent. 


Savings  Deposits. 

The  effect  of  the  Liberty  Loan  upon  savings 
deposits  was  watched  with  a  good  deal  of  in- 
terest, and  reports  have  been  quite  reassuring. 
Withdrawals  from  the  big  mutual  savings 
banks  of  New  York  City  and  state  were  in- 
significant and  no  serious  apprehensions  are 
felt  of  the  effects  of  a  higher  interest  rate.  The 
officials  at  Washington  of  the  Postal  Savings 
system  have  said  that  where  the  effect  was 
traceable  at  all  it  was  in  slight  diminution  of  the 
rate  of  increase.  Generally,  the  country  bank- 
ers state  that  while  there  were  withdrawals 
for  the  purpose  of  paying  for  the  Liberty 
bonds,  they  were  not  large,  and  the  amounts 
were  soon  recovered. 

These  reports  are  in  agreement  with  the  ex- 
perience of  savings  banks  in  other  countries 
involved  in  the  war.  In  Russia  savings  de- 
posits increased  largely  in  the  first  two  years 
of  the  war,  a  fact  attributed  in  part  to  the  pro- 
hibition of  vodka.  In  Germany  savings  de- 
posits have  increased.  In  Great  Britain  they 
have  remained  about  at  a  standstill.  The  coun- 
try in  which  conditions  are  most  analogous 
to  those  of  the  United  States  is  Canada,  and 
here  the  showing  is  the  more  remarkable,  be- 
cause the  common  rate  of  interest  on  savings 
deposits  is  3  per  cent.,  while  the  war  bonds 
return  better  than  5  per  cent.  The  chartered 
commercial  banks  have  most  of  the  savings 
deposits  in  departments  created  for  the  pur- 
pose. These  deposits  on  the  dates  named  have 
been  as  follows : 

December  31,  1913   $624,692,000 

December  31,  1914 662,830,000 

December  31,  1915 720,990,000 

December  31,  1916 845,000,000 

March  31,  1917 888,765,000 

There  are  only  two  incorporated  savings 
banks  in  Canada,  and  these  are  important  in- 
stitutions located  in  Montreal  and  Quebec. 
The  returns  for  these  and  for  the  postal  savings 
system  together  show  $97,275,000  in  1913,  $94,- 
600,000  in  1914,  $92,200,000  in  1915,  $93,930,000 
in  1916  and  are  estimated  as  practically  un- 
changed in  1917. 

The  explanation  of  this  indifference  of  the 
average  savings  depositor  to  the  higher  rate 
is  believed  to  be  due  to  the  fact  that  he  regards 
the  deposit  as  ready  money,  available  when- 
ever he  may  need  it,  while  he  looks  upon  a 
bond  as  a  permanent  investment.  The  ques- 
tion of  safe-keeping  is  also  an  important  one 
with  bond-buyers  of  this  class. 

For  the  year  ended  June  30, 1917,  the  savings 
banks  of  New  York  State  received  deposits 
aggregating  $503,048,944.15,  not  including  divi- 
dends credited,  which  amounted  to  $71,022,- 
361.29.  Withdrawals  aggregated  $465,850,758. 
Thirty-four  paid  dividends  at  the  rate  of  3J/2 
per  cent,  two  at  the  rate  of  3^  per  cent,  and  105 
at  the  rate  of  4  per  cent. 


War  Expenditures. 

It  is  natural  that  the  estimates  of  the  Secretary 
of  the  Treasury  of  the  enormous  sums  required 
to  pay  the  expenses  of  the  government  and  to 
finance  the  purchases  of  our  alHes  during  the 
current  hscal  year  should  seriously  impress  tha 
countr>',  and  cause  some  apprehensions  as  to  the 
effects  of  withdrawing  so  much  capital  from  the 
public  and  disbursing  it  largely  for  unproductive 
purposes. 

It  is  well  that  the  country  should  ponder  seri- 
ously over  the  figures,  and  understand  the  full 
measure  of  the  task  which  is  set  before  it,  for  it 
is  absolutely  necessary  that  the  energies  of  the 
nation  shall  be  concentrated  upon  the  undertaking. 

But  while  this  stupendous  effort  is  necessary 
to  carry  out  the  government's  plans,  it  is  not  de- 
sirable that  mistaken  or  exaggerated  fears  shall 
be  current  as  to  the  effect  of  these  efforts  upon 
the  prosperity  of  the  country,  either  during  the 
war  or  after  the  war.  Nothing  can  be  more  cer- 
tain than  that  the  general  volume  of  business 
will  be  maintained  during  the  war.  These  loans 
and  ta.xes  are  to  provide  means  for  the  purchase 
of  our  own  products.  The  loans  to  foreign  gov- 
ernments are  for  the  purpose  of  enabling  them 
to  buy  in  this  market,  and  the  funds  are  being 
disbursed  for  wheat  at  $2.20  per  bushel,  cotton 
at  20  cents  per  pound,  and  other  tilings  in  pro- 
portion. Industry  is  bound  to  be  kept  under  high 
pressure,  and  although  distribution  in  some  lines 
and  through  some  channels  is  affected  unfavor- 
ably, that  is  incidental  to  the  shift  into  new  chan- 
nels and  is  a  minor  factor  in  the  situation. 

These  expenditures  are  not  to  be  counted  as 
all  war  waste  or  loss.  The  loans  to  allies,  al- 
though adding  to  the  load  of  tlie  moment,  will 
represent  capital  to  us,  and  probably  estab- 
lish this  country  permanently  in  a  creditor  po- 
sition. The  expenditures  upon  a  merchant  fleet 
arc  clearly  on  capital  account.  Furthermore,  if 
expenditures  upon  a  military  establishment  are 
ever  to  be  counted  as  capital,  much  of  the  firs^ 
year's  outlay  may  be  so  classed,  being  expended 
for  land,  buildings,  and  permanent  fortifications 
and  equipment. 

Finally,  a  great  part  of  the  expenditure  in  the 
course  of  its  distribution  is  caught  up  and  saved 
in  one  form  or  another.  Old  indebtedness  is  be- 
ing paid,  and  the  industries  of  the  country  will 
be  much  advanced,  both  in  capacity  and  methods 
over  what  they  were  before  the  war. 

Finding  $14,000,000,000 

The  Secretary  of  the  Treasury  has  estimated 
that  he  must  have  $14,000,000,000  between  now 
and  June  30,  1918. 

In  considering  how  much  money  a  country  can 
raise  in  a  given  lime  for  war  purposes,  it  is  to  be 
remembered  that  the  task  of  carrying  on  a  war  is 
primarily  an  industrial  one.  A  portion  of  the 
population  joins  the  fighting  forces,  another  por- 
tion supplies  strictly  war  materials,  and  the  re- 


mainder supplies  food,  clothing  and  other  neces- 
saries for  all.  If  so  many  men  join  the  army  or 
are  employed  uix)n  munitions  tliat  there  are  not 
enough  left  to  supply  the  necessaries,  and  these 
cannot  be  bought  outside,  it  is  only  a  question 
of  time  until  the  organization  will  break  down ; 
but  so  long  as  the  country  is  industriously  self- 
supixjrting  it  can  go  on,  and  the  financing  can 
*  somehow  be  done.  If  a  people  are  simply  ex- 
changing work  among  themselves  it  is  certain 
that  they  can  settle  accounts  among  themselves, 
and  the  task  of  financing  is  that  of  arranging  the 
offsets  and  settlements.  In  other  words,  if  tliis 
country  can  make  and  spare  $14,000,000,000 
worth  of  products  for  war  purposes  in  a  year, 
it  can  pay  itself  for  them.  If  used  for  war  pur- 
poses they  are,  in  a  sense,  surplus  products,  a 
balance  over  and  above  what  the  country  has 
otherwise  consumed,  and  tlie  country  can  take 
government  credit  for  them.  The  problem  of 
government  payments  is  primarily  a  "clearing" 
problem.  The  Treasury  must  become  a  clearing 
house,  through  which  all  the  available  credits 
of  the  country  are  mobilized  and  offset  against 
the  government's  expenditures. 

The  amoimt  of  the  government's  borrowings 
depends  largely  on  the  level  of  prices.  If  prices 
were  normal  it  perhaps  would  not  have  to  raise 
over  $7,000,000,000  instead  of  $14,000,000,000; 
but  the  level  of  prices  also  increases  the  money 
income  of  the  people  and  enables  them  to  supply 
more  credit  to  the  government.  Normal  trade 
tends  to  be  in  balance  and  to  settle  itself,  but 
when  the  government  takes  so  large  a  share  of 
production,  trade  is  evidently  unbalanced,  there 
must  be  corresponding  credits  without  offsets, 
and  those  credits,  practically  equal  in  the  aggre- 
gate  to  the  government's  purchases,  are  avail- 
able for  Treasury  use. 

The  problem  of  government  finance  is  to  gather 
up  these  multitudinous  credits  from  all  classes 
and  all  parts  of  the  country.  Every  business 
man,  farmer,  or  wage-earner  whose  income  has 
increased  more  than  his  outgo  has  a  share  of  this 
surplus  credit  created  by  war  conditions.  If  he 
turns  it  over  to  the  government,  either  in  taxes 
or  for  bonds,  he  helps  to  balance  the  situation 
and  support  the  government,  but  if  he  tries  to 
spend  it  he  adds  to  the  government's  difficulties 
by  being  a  competitor  when  there  are  not  enough 
supplies  to  go  around.  The  continual  rise  of 
wages  and  prices  shows  that  the  people  are  bid- 
ding against  each  other  and  against  the  govern- 
ment for  labor  and  goods,  and  that  private  ex- 
penditures are  not  being  curtailed  to  correspond 
with  the  increase  in  government  expenditures. 
The  only  really  effective  curb  upon  expenditures 
is  the  rise  of  prices. 

The  volume  of  foreign  loans  shows  that  a  sur- 
prisingly large  amount  of  private  credit  has  been 
placed  at  the  disposal  of  the  governments,  but  this 
is  due  in  part  to  the  fact  that  other  channels  of 
investment  are  practically  closed.  Furthermore, 
the  fact  that  the  banking  systems,  which  are  the 


common  depository  of  credit  and  have  facilities 
for  creating  credit,  are  at  the  service  of  the  gov- 
ernment, has  been  a  large  factor  in  the  success 
which  has  been  achieved. 

Three  Years  of  War  Financing. 

The  best  guide  the  people  of  this  country  can 
have  as  to  the  effects  of  the  war  upon  business, 
and  the  practicability  of  repeatedly  raising  large 
sums  for  war  loans,  is  to  be  found  in  the  ex- 
perience of  the  European  countries.  Few  people 
believed  at  the  outbreak  of  the  conflict  that  it 
could  possibly  last  for  so  long  a  period  as  three 
years.  It  was  the  common  view  that,  if  for  no 
other  reason,  peace  would  have  to  come  before 
that  length  of  time  from  inability  of  the  govern- 
ments to  continue  the  expenditures.  That  this 
was  wide  of  the  truth  is  now  evident,  and  even 
after  three  years  those  most  competent  to  judge 
feel  but  little  better  able  to  set  a  date  when  the 
end  must  come  through  financial  exhaustion  than 
they  were  at  the  beginning. 

In  the  three  years  Great  Britain's  war  expen- 
ditures, including  interest  on  the  war  debt  and 
ordinary  appropriations  for  the  army  and  navy, 
amounted  to  approximately  $23,000,000,000,  of 
which  roughly  $4,000,000,000  was  provided  by 
revenue  and  the  remainder  by  loans.  About  $5,- 
000,000,000  of  this  has  been  advanced  to  allies. 

The  amount  of  revenue  raised  by  the  other 
countries  for  war  purposes  is  not  at  hand,  but 
it  is  known  that  Great  Britain  has  done  more  in 
this  respect  than  they  have  attempted.  Th^ 
amount  of  indebtedness  created  by  the  several 
countries  is  difficult  to  trace  because  of  the  va- 
riety of  forms  in  which  it  exists.  Germany  is 
now  raising  its  seventh  public  loan,  the  six  pre- 
ceding having  aggregated  about  $14,000,000,000. 
The  loans  of  the  other  countries  are  smaller,  and 
altogether  probably  do  not  exceed  the  total  of 
Great  Britain  and  Germany,  but  are  quite  as 
great  in  proportion  to  their  wealth. 

Conditions  of  European  Eianlcs. 

The  condition  of  the  central  banks  of  Great 
Britain,  France,  Russia  and  Germany  on  the 
dates  nearest  to  August  1,  1914,  1916  and  1917 
for  which  public  statements  have  been  available, 
were  approximately  as  shown  below : 

Bahk  or  Ehglaicd. 

1914  1916  1917 

Gold  coin  and  bullion     $190,000,000  $270,000,000  $250,000,000 

Gold  for  E>c.  notes 142,000.000  142.000,000 

Loint  and  inv 290,000,000  585,000,000  800,000.000 

Dtpotiu     335.000,000  680.000,000  865,000.000 

Bank  note  circulation.        145,000,000  183,000,000  200,000,000 

E»tlieiiucr  notn 635,000,000  805,000,000 

Bawk  or  FiAKci. 

1914  1916  1917 

Gold  coin  and  btillion— 

In  vault $825,000,000     $958,000,000     $650,000,000 

Held  abroad 400,000,000 

Diac'u  and  advance!.  640,000,000  618,000,000  590,000,000 
Advance   to   state    for 

the  war 1,600,000,000    2,100,000,000 

Treasurjr    bonda    rep- 

rcsentinR     advances 

to    foreign    gov'u 244,000,000       550,000,000 

Depoaiu    260,000,000       430,000,000       535,000.000 

Bank  note  ctrcnUtioa   1,335,009,000    3,200,000,000    4,000,000,000 


Ihpekiai.  Bank  of  Gexuany. 

1914  1916  1917 

Gold  coin  and  bullion     $338,000,000  $615,000,000  $600,000,000 

Disc'ts    and    advances       200,000,000  1,635,000,000  2,780,000,000 

Deposits     235,000,000  51>5, 000,000  1,460,000,000 

Banic  note  circulation      470,000,000  l,7i5,uvu,uuu  2,210,000,000 
Treasury      and      loan 

bank  notes    21,000,000  240,000,000  1,220,000,000 

Bank  of  Ri;ssia. 

1914                    1916  1917 

Gold  coin  and  bullion     $800,000,000     $770,000,000  $645,000,000 

Loans     380,000,000     2,440,000,000  6,620,000,000 

Deposits     530,000,000        980,000,000  1,650,000,000 

Bank  note  circulaUon       815,000,000    3,405,000,000  6,820,000,000 

These  statements  show  a  great  expansion  of 
bank  credit  everywhere.  The  situation  is  natur- 
ally worse  in  Russia,  where  the  unsettled  internal 
conditions  have  interfered  with  the  collection  of 
revenues  and  the  placing  of  loans,  throwing  the 
government  back  upon  the  state  bank  for  means 
of  meeting  current  expenditures.  The  rapid  in- 
crease of  its  paper  issues  has  been  reflected  in 
the  price  of  Russian  exchange.  In  all  of  these 
countries  the  increased  issues  of  paper  have  been 
in  part  required  to  take  the  place  of  gold  with- 
drawn from  circulation,  and  the  high  prices  of 
war  times  have  also  been  a  factor,  as  we  know 
even  here  in  the  United  States.  In  Great  Britain, 
as  in  this  country,  credit  expansion  naturally  ap- 
pears in  bank  deposits,  and  the  great  volume  of 
exchequer  notes  is  explained  as  entirely  due  to  the 
replacement  of  gold  and  the  increased  amount  of 
money  needed  in  circulation.  These  notes  were 
originally  issued,  like  the  Aldrich-Vreeland  cur- 
rency of  this  country,  at  the  outbreak  of  the  war, 
to  the  banks  for  counter  money  and  to  enable 
them  to  meet  any  unusual  demands  from  deposi- 
tors. They  proved  popular,  and  increasing 
amounts  have  been  absorbed  in  circulation.  They 
are  redeemed  in  gold  on  presentation  at  the  Bank 
of  England. 

The  banks  of  England  other  than  the  Bank  of 
England  are  not  required  to  publish  statements. 
but  it  is  customary  for  them  to  do  so  at  the  close 
of  each  calendar  year,  and  some  of  them  publish 
a  mid-year  statement,  as  of  June  30th.  Thirteen 
of  the  principal  institutions,  whose  business  is 
probably  typical,  on  June  30,  1917,  showed  a 
total  of  loans  (bills  and  advances)  at  that  date 
aggregating  $2,334,936,375,  against  $1,915,393,- 
260  on  the  same  date  of  1916;  investments,  $1,- 
127,841,810,  against  $1,186,446,330  in  1916; 
deposits,  $4,348,539,425  against  $4,001,480,880  in 
1916.  It  should  be  recalled  in  this  connection 
that  in  March  last  the  great  Victory  Loan,  of 
over  $5,000,000,000,  was  closed.  The  banks 
loaned  freely  to  subscribers  but  did  not  subscribe 
themselves,  it  being  an  agreed  policy  to  keep  the 
banks  as  liquid  as  possible.  The  result  is  seen  in 
the  increase  of  their  loans  to  the  public  and  a 
reduction  of  their  own  investments.  The  in- 
crease of  only  $474,000,000  in  loans  under  the 
circumstances  is  a  good  showing.  The  Bank  of 
Liverpool  reports  that  it  made  loans  amounting 
to  £9,000,000  for  subscription  purposes,  and  that 
one-third  had  since  been  repaid.  There  is  noth- 
ing in  the  condition  of  these  British  banks  to  in- 
dicate that  the  war  may  not  go  on  indefinitely. 


We  have  no  similar  statements  for  the  un- 
official banks  of  either  France  or  Germany.  The 
advances  of  the  Bank  of  France  to  the  French 
government  aggregate  about  $2,100,000,000, 
against  $1,600,WX),(X)0  at  the  corresponding  date 
in  1916;  besides  it  is  carrj'ing  loans  to  foreign 
governments,  allies,  aggregating  $530,000,000, 
against  about  one-half  as  much  last  year.  The 
note  circulation,  at  $4,000,000,000,  is  very  high, 
but  it  is  to  be  considered  that  the  note  circulation 
was  always  high  relatively,  the  notes  of  the  Bank 
of  France  being  the  popular  currency  in  France. 
The  circulation  is  approximately  three  times 
what  it  was  at  the  outbreak  of  the  war,  and  the 
increase  in  paper  currency  has  been  propor- 
tionately greater  in  both  England  and  Ger- 
many. We  give  the  gold  holdings  as  they  ap- 
pear in  the  bank's  statements,  but  we  under- 
stand that  the  holdings  abroad  arc  in  the  form 
of  gold  credits  and  not  in  metal. 

We  have  no  data  as  to  the  banking  situation 
in  Germany  beyond  the  statement  of  the  Im- 
perial bank.  It  shows  that  the  note  issues  of 
the  bank  have  gone  up  from  about  $470,000,000 
at  the  outbreak  of  the  war  to  $1,300,000,000  in 
1915,  $1,700,000,000  in  1916  and  $2,100,000,000 
in  1917. 

Although  all  of  these  figures  are  high  it  can- 
not be  safely  predicted  that  they  may  not  go 
much  higher  before  having  any  effect  in  them- 
selves upon  the  termination  of  the  war.  Prices 
are  high,  and  this  is  a  symptom  of  currency 
depreciation,  but  there  are  other  influences 
upon  prices,  notably  scarcity,  which  is  respon- 
sible for  very  high  prices  in  the  United  States. 
When  industry  is  resumed  after  the  war  we 
will  be  able  to  form  some  idea  of  the  extent  to 
which  the  expansion  of  the  currency  has  been 
caused  by  high  prices  and  to  what  extent  the 
high  prices  are  due  to  the  currency.  As  prices 
fall  so  much  of  the  currency  as  is  actually 
redundant  will  probably  find  its  way  back  to 
the  banks. 

Business  Conditions. 

The  war  has  dominated  the  business  situa- 
tion in  all  countries,  and  such  lines  as  house- 
building and  some  luxury  trades  have  suffered 
serious  interference,  but  there  has  been  great 
expansion  in  other  lines,  and  on  the  whole  the 
wage-earning  class  is  more  completely  em- 
ployed and  receiving  more  pay  than  in  ord- 
inary times.  The  large  department  stores 
which  make  public  reports  show  a  large  vol- 
ume of  business  and  larger  aggregate  profits 
than  ever  before,  and  this  is  true  of  industrial 
companies  generally.  Fewer  people  are  idle, 
and  earning  nothing,  than  ever  before,  and  this 
is  a  condition  favorable  to  trade.  The  London 
Economist  in  a  recent  number  comments  criti- 
cally upon  the  public's  failure  to  heed  the 
appeals  for  economy,  saying: 

The  national  conscience  on  the  subject  of  saving 
and  spending  has  backslid  badly  in  the  last  six 
months,  and  the  "business  as  usual"  spirit  is  among 


us  again,  with  all  its  accompaniments  of  stupid  and 
unpatriotic  extravagance,  which  forgets  war  saving 
and  leaves  the  war  to  be  financed  by  inflation  and 
the  manufacture  of  bank  credits.************ 

It  is  a  pitiful  enough  little  sacrifice  to  make,  when 
we  think  of  what  our  soldiers  are  doing,  to  go 
without  some  of  the  graces  and  pleasures  of  life  so 
that  their  cflFort  may  be  supported.  How  little  wc 
are  doing  in  that  direction  may  be  seen  on  every 
side.  The  more  comfortable  classes  have  hardly  been 
touched,  in  the  matter  of  their  comforts,  by  the 
war.  With  the  future  of  the  world  at  stake,  and  the 
greatest  need  that  ever  was  for  a  united  effort  on 
the  part  of  all  who  believe  in  liberty  and  progress 
and  hate  the  possibility  of  a  future  devoted  to  the 
development  of  ingenuity  in  destruction,  our  fashion 
and  frippery  shops  are  busier  than  ever,  and  alj  the 
machinery  of  amusement  and  self-indulgence  is  in 
full  swing. 

While  there  is  much  free  spending,  offensive 
to  those  who  realize  the  importance  of  having 
the  nation  conserve  its  resources,  there  must 
be  curtailment  of  consumption  in  some  lines  to 
allow  of  the  expansion  of  production  which  has 
occurred  in  some  directions,  with  the  with- 
drawal of  5,000,000  men  for  the  army  and 
navy. 

In  the  security  markets  bonds  and  stocks 
that  yield  a  fixed  income  have  naturally  suf- 
fered by  the  enormous  offerings  of  government 
bonds,  but  the  stocks  of  industrial  companies 
and  the  big  stores  have  been  well  sustained  or 
advanced  to  higher  quotations. 

Debts  After  The  War. 

Everywhere  there  is  anxiety  as  to  the  effect 
of  the  debts  upon  industry  and  living  condi- 
tions after  the  war,  but  it  is  noteworthy  that 
in  all  countries  the  people  are  busy  with  plans 
for  reorganization  and  development.  It  is 
generally  recognized  that  the  main  problem  is 
that  of  getting  the  people  back  to  work.  If 
the  industries  can  be  put  on  their  feet 
promptly  the  fiscal  problems  can  be  handled. 
The  early  forecasts  of  war  finance  went  astray 
because  they  assumed  that  the  war  expendi- 
tures would  be  taken  out  of  capital,  but  that 
has  been  true  only  in  minor  degree.  The  bulk 
of  the  war  expenditures  consist  of  labor  and  of 
supplies  of  current  production.  A  year  of  war 
means  that  the  work  of  the  year  has  been  to 
a  great  extent  expended  unproductively.  It 
has  been  lost.  But  the  stock  of  fixed  accumu- 
lated capital,  in  the  form  of  implements,  tools, 
equipment,  railways,  factories,  houses,  etc.,  by 
means  of  which  wealth  is  produced  and  trade 
is  carried  on,  has  not  been  destroyed,  except 
in  limited  districts.  It  is  for  this  reason — 
because  the  wealth-producing  capacities  of  the 
countries  remained — and  because  the  energies 
of  all  peoples  were  enormously  stimulated, 
that  the  prophecies  of  an  early  end  of  the  war 
through  exhaustion  have  failed. 

For  a  like  reason  the  prophecies  of  univer.sal 
poverty,  industrial  prostration  and  general 
bankruptcy  after  the  war  are  likely  to  be 
astray.  The  world  never  has  very  much  con- 
sumable wealth  on  hand;  its  wealth  is  in  the 
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equipment  for  production.  It  never  does  very 
much  buying  with  money;  the  purchasing 
power  of  every  country  is  in  its  own  powers 
of  production.  It  is  trade  based  on  current 
production  that  makes  the  world's  business. 
As  soon  as  the  industries  of  every  country  can 
be  put  in  order  and  started,  as  soon  as  every- 
body can  be  got  to  work  and  earning  some- 
thing, and  trade  can  be  reorganized,  markets 
will  be  re-established  and  conditions  will 
naturally  become  normal. 

It  is  time  to  stop  talking  about  the  war  debts 
as  though  all  payments  upon  them  were  to  be 
sunk  in  the  sea.  The  expenditures  which 
created  the  debts  were  unproductive  and  the 
wealth  to  liquidate  the  debts  must  be  created 
in  the  future,  but  when  it  is  created  it  will 
not  be  consumed  or  lost  to  society  by  being 
passed  through  the  government  treasuries  and 
into  the  hands  of  the  debt-holders.  That  is  an 
error  due  to  the  persistence  of  the  idea  that 
wealth  is  of  no  value  to  anybody  but  those 
who  hold  title  to  it. 

A  British  writer  describes  the  changes  in 
British  industry  under  war  conditions  as  fol- 
lows: 

There  are  two  truths  so  plain  that  we  wonder  it 
required  a  hundred  years  to  find  them  out.  It  is 
the  war  that  has  finally  revealed  them  to  our  blind 
eyes.  The  first  truth  is  that  high  wages  give  high 
productiveness.  A  well-fed,  self-respecting,  healthy 
workman  can  do  more  work  than  an  under- 
nourished, servile  workman.  If  the  employer  wants 
a  ^ood  product  and  plenty  of  it,  he  must  pay  a 
living  wage.  The  second  truth  is  that  workmen 
must  work  efficiently  if  they  wish  high  wages.  If 
they  cut  down  productiveness  there  is  no  money  to 
pay  them.  The  war  has  smoked  the  workers  out. 
Their  secret  processes  which  required  hours  to 
work  have  turned  out  as  simple  as  building-blocks. 
It  is  public  knowledge  now,  the  time  it  takes  to 
do  a  piece  of  factory  work.  For  years  the  worker 
has  been  limiting  his  output.  A  manufacturer  of 
marine  engines  states  that  where  thirteen  rivets 
were  turned  out  before  the  war,  seventy  are  now 
being  made  by  the  same  number  of  workers.  The 
worker  is  making  the  same  fight  here  that  he  made 
when  he  broke_  the  first  machines.  The  machines 
were  robbing  him  of  his  living,  he  thought  Instead 
of  that,  they  have  given  more  men  a  better  living.* 

The  welfare  of  any  people  depends  upon  its 
capacity  for  production.  It  is  natural  to  as- 
sume that  the  destruction  of  life  and  property 
which  takes  place  in  war  will  reduce  that 
capacity,  but  this  is  upon  the  assumption  that 
industry  will  be  resumed  after  the  war  as  it 
was  before,  which  certainly  will  not  be  true  in 
this  case.  The  application  of  steam  to  indus- 
try enabled  England  to  quickly  recover  from 
the  wars  with  Napoleon  and  similar  economic 
changes  will  have  similar  effects  after  this  war. 

The  Period  of  Reorganization. 

In  all  of  the  warring  countries  the  period  im- 
mediately following  the  war  is  looked  forward  to 
with  more  or  less  of  apprehension.    It  is  recog- 

♦  Arthur  Gleason,  "Inside  the  British  Isles." 


nized  that  the  months  following  demobilization, 
until  the  men  who  are  leaving  the  armies  are 
located  in  regular  employment,  and  until  the  in- 
dustries are  reorganized  and  have  found  a  regu- 
lar outlet  for  their  products,  will  be  a  critical 
time.  The  trade  of  the  world  is  disorganized  and 
will  have  to  take  shape  again.  May  there  not  be 
a  period  of  hesitation,  confusion,  unemployment, 
and  depression? 

The  best  assurance  that  this  danger  will  be 
averted  is  in  the  fact  that  it  is  everywhere  recog- 
nized, and  that  steps  are  being  planned  to  deal 
with  it.  It  is  agreed  in  all  countries  that  demobi- 
lization will  be  accomplished  gradually,  and  that 
provisions  will  be  made  for  placing  the  men  in 
employment.  In  England  numerous  Parliamen- 
tary committees,  assigned  to  the  various  branches 
of  industry,  have  been  created  to  deal  with  the 
subject,  and  now  a  Ministry  of  Reconstruction 
has  been  added  to  the  Cabinet,  in  which  all  of 
these  efforts  will  center.  The  government  will 
have  direct  contact  with  every  part  of  the  indus- 
trial situation,  and  after  all  it  has  done  for  the 
regulation  and  support  of  business  during  the 
war,  it  is  not  likely  to  withhold  its  hand  where 
it  can  steady  or  aid  the  process  of  reorganization. 
The  general  feeling  in  England  is  that  there  will 
be  a  demand  for  labor  in  the  industries  which 
will  absorb  the  supply  as  fast  as  it  is  available. 
Ship-building  will  be  very  active  and  there  is  a 
great  amount  of  construction  work  which  has 
been  held  in  abeyance.  The  government  is  con- 
sidering an  extensive  house-building  program,  to 
provide  sanitary  tenements  for  the  working 
classes. 

In  Germany,  where  industry  has  always  been 
highly  organized,  and  always  had  the  sympathetic 
assistance  of  the  government,  plans  for  the  post- 
war period  are  being  carefully  made.  The  min- 
istry has  prepared  a  measure  for  the  loan  of  large 
sums  to  the  steamship  companies  to  enable  them 
to  promptly  resume  their  services.  Arrange- 
ments are  under  discussion  for  government  aid  in 
the  importation  of  raw  materials  for  the  indus- 
tries, and  for  consolidation  and  more  economical 
organization  in  various  branches  of  industry.  In 
France  the  government  will  lend  its  credit  for  the 
rehabilitation  of  the  devastated  provinces,  and 
probably  for  the  assistance  of  the  industries.  An 
extensive  scheme  of  reconstruction  will  be  re- 
quired in  Belgium  and  in  Poland. 

It  is  of  course  apparent  that  there  is  no  lack 
of  work  to  be  done  in  all  of  these  countries  and 
in  other  parts  of  the  world.  Normal  progress 
has  been  everywhere  interrupted,  and  will  be  re- 
sumed with  a  rush,  as  soon  as  general  confidence 
in  the  situation  is  established,  and  there  is  assur- 
ance that  capital  and  credit  will  be  available. 

Here,  it  will  be  said,  is  the  rub!  Where  can 
capital  and  credit  be  obtained?  Will  not  these 
resources  be  exhausted?  The  answer  is  that 
credit  for  peace  purposes  will  certainly  outlast 
credit  for  war  purposes.  Whatever  the  war  debts 
may  be  it  is  apparent  that  their  payment  is  de- 
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pendent  upon  the  rehabilitation  of  industry. 
There  can  be  but  one  opinion  among  statesmen, 
financiers  and  all  classes  as  to  the  immediate 
necessity  for  the  resumption  of  industry.  The 
shops,  mills,  mines,  laboratories  and  fields  will 
be  waiting,  and  the  goods  when  produced  will 
pay  for  tliemselves  in  the  exchanges.  The  re- 
sumption of  industry  and  trade  has  little  need  of 
government  credit  in  the  sense  of  requiring  resort 
to  the  taxing  power,  but  it  will  need  coordinating, 
stabilizing  support  through  the  period  of  reor- 
ganization, and  it  is  quite  certain  that  this  will 
be  provided  in  Europe. 

The  Post- War  Period  in  the  U.  S. 

It  is  not  too  early  to  begin  to  plan  for  the 
period  of  readjustment  in  the  United  States  after 
the  war.  Here,  as  in  other  parts  of  the  world, 
there  is  no  lack  of  work  that  ought  to  be  done, 
and  which,  if  done,  will  provide  full  employment, 
but  there  is  danger  of  hesitation  and  loss  of  con- 
fidence in  passing  from  war  conditions  to  peace 
conditions.  There  is  wanted  for  that  time  a  big, 
definite  program  of  construction  work  which  will 
put  a  backbone  into  the  situation,  and  the  oppor- 
tunity for  such  a  program  is  afforded  by  the  rail- 
way situation.  It  has  been  demonstrated  that 
notwithstanding  the  great  amount  of  capital  ex- 
pended upon  the  railways  in  the  last  17  years, 
tlieir  development  has  not  kept  pace  with  the 
growth  of  traffic.  Daring  as  the  plans  of  some 
of  the  leaders  in  the  railway  world  appeared  to 
be  17  years  ago,  the  country  has  outgrown  the 
facilities  of  even  the  most  enterprising  com- 
panies. Furthermore,  it  is  apparent  that  the  rail- 
way problem  cannot  be  adequately  dealt  with  by 
the  companies  acting  independently  and  alone. 
The  situation  requires  comprehensive  treatment, 
particularly  at  terminals,  looking  far  to  the  future, 
and  requiring  an  amount  of  capital  which  the 
companies  alone  cannot  undertake  to  raise  in  the 
state  of  the  world's  money  markets  in  the 
near  future,  nor  can  expenditures  planned  upon 
a  scale  to  adequately  care  for  the  future  be  ex- 
pected to  be  immediately  remunerative  to  the 
railroads,  although  the  improved  service  would 
be  advantageous  to  the  country. 

The  advance  in  mechanical  engineering,  par- 
ticularly in  the  application  of  electric  power  to 
railway  service,  affords  opportunity  for  the 
profitable  expenditure  of  large  sums.  The  country 
is  right  on  the  verge  of  large  possibilities  in  the 
way  of  economical  power  production,  not  only 
for  the  railways  but  to  serve  the  industries  in 
conjunction.  An  extensive  scheme  to  develop 
and  improve  the  country's  transportation  system 
would  do  more  to  equip  the  country  for  economi- 
cal production,  and  to  enable  it  to  hold  its  own  in 
world's  markets  than  perhaps  any  other  single 
thing  that  can  be  done,  and  if  such  a  program 
could  be  ready  for  announcement  at  the  close  of 
the  war,  it  would  put  an  end  to  all  uncertainty 
and  apprehension  about  business  conditions  in 


the  United  States  in  the  period  following  the  war. 
It  could  be  so  adjusted  and  carried  out  as  to  take 
up  all  the  industrial  slack  for  years  to  come. 

The  government's  relation  to  the  railroads  up 
to  this  time  has  been  wholly  restrictive,  but  the 
time  has  come  when  it  ought  to  be  also  construc- 
tive. Regulation  is  inevitably  restrictive  in  some 
respects,  and  this  phase  of  it  tends  to  divert  capi- 
tal to  other  employment.  To  offset  this  effect 
the  government's  relation  to  the  railway  business 
should  be  likewise  constructive,  giving  some  posi- 
tive aid  to  the  support  and  development  of  the 
great  transportation  industry,  which  it  recognizes 
as  holding  a  vital  relationship  to  all  the  other  in- 
dustries. 

Such  a  program  can  only  be  promptly  and  ade- 
quately carried  out,  under  the  conditions  which 
will  exist  at  the  close  of  the  war,  by  the  aid  of 
government  credit,  and  it  should  be  done  under  a 
just  and  reasonable  arrangement  between  the 
companies  and  the  government,  which  will  ulti- 
mately reimburse  the  government,  and  at  the  same 
time  provide  an  incentive  for  tlie  initiative  and 
enterprise  of  private  management,  and  secure  to 
the  public  the  benefits  of  adequate  and  progressive 
service. 

The  Bond  Market. 


The  record  of  bond  transactions  on  the  New 
York  Stock  Exchange  during  the  month  of 
September  has  been  as  variable  as  the  ther- 
mometer records  of  the  September  tempera- 
ture. Railroads  and  industrials  were  weak  dur- 
ing the  first  week  of  the  month  with  the  trad- 
ing confined  mostly  to  foreign  governments. 
During  the  second  week  the  inactivity  con- 
tinued and  prices  declined  slightly. 

United  States  government  issues  changed 
hands  in  substantial  amounts.  Two  per  cents 
have  sold  at  98,  and  4s  of  1925  at  106Ji  Reg- 
istered Panama  3s  have  been  offered  at  85  and 
coupon  3s  at  86,  at  which  prices  they  would 
yield  about  3.70  and  3.75  per  cent.  These 
bonds  are  without  the  circulation  privilege, 
and  therefore  compare  with  the  Liberty  Loan 
3J/2S.  In  the  statement  which  appeared  in  our 
September  Bulletin  of  refunding  operations 
provided  for  in  the  new  bond  bill,  the  outstand- 
ing remainder  of  the  Spanish-American  war 
issue  of  3  per  cents  was  confused  with  the 
Panamas.  The  former,  of  whom  $63,945,460 
are  outstanding,  are  due  in  1918.  and  are  pro- 
vided for  in  the  $7,538,945,460  bond  issue 
authorized  by  the  act  of  September  24th  last. 

The  Liberty  Loan  has  been  in  demand,  par- 
ticularly since  it  has  developed  that  future  gov- 
ernment issues  would  be  subject  to  the  super- 
taxes, the  price  on  September  27th  reaching 
100.14. 

The  third  week  witnessed  some  activity  in 
rails  and  industrials,  but  even  this  activity  was 
unable  to  overcome  the  tendency  to  weakness 
in  prices. 
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Judging  from  reports,  "over  the  counter" 
business  during  September  was  confined  for 
the  most  part  to  the  large  houses  which  have 
estabHshed  organizations  in  the  various  mar- 
kets of  the  country.  Local  dealers  in  the  va- 
rious centres  report  spotty  business  but  the 
larger  houses  with  their  widespread  organiza- 
tions have  been  able  to  take  advantage  of  the 
ebb  and  flow  and  the  month  of  September  has 
shown  a  steady  volume  of  business. 

There  has  been  little  new  financing  during  the 
month,  the  most  noteworthy  being: 

$6,300,000  Metropolitan  Water  Board  of  London 
One  Year  Discount  Bills  on  a  7%  basis. 

$4,000,000  Seaboard  Air  Line  Railway  Two  Year 
6%  Secured  Notes  on  a  7%  basis. 

$15,000,000  New  York  Central  Two  Year  5%  Se- 
cured Notes  on  a  6J4%  basis. 

$6,000,000  Gillette  Safety  Razor  Five  Year  6%  Con- 
vertible Notes  on  a  7.20%  basis. 

It  is  reported  that  the  private  offering  of  the 
New  York  Central  Notes  has  proved  so  success- 
ful that  a  public  offering  would  not  be  made  at 
this  time.  The  Metropolitan  Water  Board  issue 
and  the  Seaboard  Air  Line  issue  have  met  witli 
a  ready  sale. 

The  municipal  market  has  been  extremely  ac- 
tive during  the  entire  month  with  a  good  demand 
from  institutions  and  private  investors.  An 
active  demand  for  the  following  issues  is  reported 
on  the  bases  noted : 

Stale  of  California  4J4s 4.35%  basis 

Pierce  County,  Washington,  5s 4.80%      ", 

City  of  Portland,  Oregon,  4J4s 4.70%      " 

New  York  City  4j4s 4.42%      " 

State  of  Tennessee  4s 4J4%      " 

The  City  of  Philadelphia  was  successful  in  sell- 
ing $7,500,000  4%  bonds  over  the  counter  at  par. 
New  York  City  sold  an  issue  of  $15,000,000 
Treasury  Bills  due  December  5th  at  prices  rang- 
ing from  a  3.75%  to  a  3.85%  basis. 

The  good  reports  of  railway  earnings  have 
overcome  some  of  the  pessimism  which  has  been 
prevalent  among  the  rails  for  some  time  past. 
In  many  cases  prime  railroad  bonds  of  unques- 
tioned security  have  been  selling  at  the  low 
figures  of  the  year,  but  of  late  there  has  been 
an  improving  inquiry  for  conservative  rails.  The 
continued  improvement  in  the  bond  market  dur- 
ing the  month  augurs  well  for  the  second  Liberty 
Loan  and  the  representative  bond  organizations 
of  the  country  are  entering  the  campaign  with  a 
determination  to  "put  it  over." 

American  International  Corporation. 

The  American  International  Corporation, 
which  is  an  outgrowth  of  this  Bank's  efforts 
to  promote  American  trade,  has  organized  a 
subsidiary  company,  known  as  the  American 
International  Steel  Corporation,  to  act  as 
agent  for  the  sale  of  American  steel  products 
in  foreign  markets.  It  will  have  offices  and 
salesmen  in  Europe,  Asia,  South  America  and 
Africa,  and  be  prepared  to  represent  American 


manufacturers  in  all  lines  of  steel  and  iron 
goods.  At  present  not  much  can  be  done 
owing  to  the  impossibility  of  getting  deliveries, 
but  when  the  war  is  over  it  will  be  very  desir- 
able to  have  an  aggressive  campaign  carried 
on  to  place  American  products.  The  organiza- 
tion of  this  company  is  simply  an  extension  of 
the  policy  heretofore  adopted,  of  having  sub- 
sidiary companies  to  handle  different  branches 
of  trade. 

The  American  International  Corporation  has 
entered  into  a  contract  with  the  United  States 
Government  to  construct  an  extensive  ship- 
yard on  Hog  Island,  in  the  Delaware  river, 
below  Philadelphia,  and  to  build  50  steel  mer- 
chant ships  of  7,500  tons  each,  with  the  option 
to  the  government  to  raise  the  order  to  200 
ships.  To  handle  this  contract  a  subsidiary 
company,  to  be  called  the  American  Inter- 
national Ship-building  Corporation,  is  being 
organized,  in  order  to  keep  this  work  entirely 
separate  from  the  business  of  the  New  York 
Ship-building,  another  subsidiary  with  yards 
at  Camden.  The  government  contract  includes 
a  profit-sharing  provision  which  is  unique.  A 
small  fixed  percentage  of  profit  is  guaranteed 
to  the  contractor,  and  all  profits  above  this, 
based  upon  an  estimated  cost,  are  to  be  divided, 
one-third  to  the  government,  one-third  to  the 
working  force  and  one-third  to  the  contractor. 

The  Silver  Situation. 


Silver  prices  have  been  erratic  in  the  extreme 
during  the  past  month.  At  the  close  of  August 
the  London  quotation  was  46  pence  for  silver 
925  fine,  which  would  make  the  equivalent  price 
in  New  York  for  silver  1,000  fine  approximately 
$1.00  per  ounce.  In  September  the  price  ad- 
vanced steadily,  the  London  quotation  up  to  55 
pence,  and  it  is  said  that  as  much  as  $1.17  was 
bid  in  New  York. 

In  the  last  days  of  the  month  the  price 
slumped  heavily  to  49  pence  in  London,  and 
sold  in  New  York  around  $1.00.  In  ordinary 
times  the  silver  market  in  New  York  is  below 
the  London  market  by  about  the  cost  of  trans- 
portation and  insurance,  but  during  the  war 
most  of  the  exports  are  going  from  San  Fran- 
cisco direct  to  Asia. 

The  immediate  cause  of  the  decline  was  the 
falling  off  of  the  demand  for  India  and  China, 
which  was  probably  checked  by  the  rapid  rise 
that  had  occurred.  The  position  of  silver, 
however,  remains  very  strong,  owing  to  the 
low  production  of  Mexico  and  the  great  de- 
mand for  coinage  purposes  in  numerous 
countries.  The  balance  of  trade  in  favor  of 
India  is  large,  and  if  China  enters  the  war  the 
fact  may  have  bearing  upon  the  fhonetary  situ- 
ation there.  London  is  bare  of  silver,  and 
British  coinage  exceeds  the  capacity  of  the 
Royal  mint,  a  private  mint  at  Birmingham 
being   pressed    into    service.      Importations   of 
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both  gold  and  silver  into  India  are  now  under 
government  control,  in  order  to  direct  them 
into  the  Treasury  and  to  secure  the  use  of 
paper  in  circulation  so  far  as  practicable. 

The  Indian  Rupee. 

The  government  of  India  has  a  perplexing 
problem  in  the  silver  rupee.  This  is  the  common 
coin  of  India  and  there  is  a  large  stock  of  them 
in  the  hands  of  the  people.  The  rupee  weighs 
180  grains,  and  is  eleven-twelfths  fine,  making 
the  fine  silver  contents  165  grains.  The  United 
States  silver  dollar  is  precisely  equivalent  in 
silver  contents  to  2%  rupees,  or  to  put  it  in  an- 
other way,  the  value  of  the  rupee  at  $1.29  per 
ounce  would  be  approximately  44.4  cents.  In 
1893,  owing  to  the  decline  in  the  value  of  silver 
bullion  and  of  the  rupee  under  free  coinage,  the 
mints  of  India  were  closed  to  free  coinage,  pre- 
paratory to  establishing  the  gold  standard.  At 
that  time  the  value  of  silver  bullion  was  fluctuat- 
ing around  75  cents  per  ounce,  which  makes  the 
bullion  value  of  the  rupee  about  29  cents  in 
United  States  money.  After  the  closing  of  the 
mints,  the  price  of  silver  fell  still  further,  but 
gradually  as  the  stock  of  rupees  was  absorbed 
the  exchange  value  of  the  coin  was  stabilized 
at  about  16  pence,  and  in  1899  the  government 
made  the  British  sovereign  the  standard  coin 
of  India,  and  fixed  the  value  of  the  rupee  defi- 
nitely at  15  to  the  sovereign,  which  gave  it  a 
value  in  United  States  money  of  32.4  cents. 

Since  1893  the  rupee  has  been  a  token  coin, 
with  the  value  of  its  silver  contents  worth  less 
than  its  legal  tender  value,  but  within  the  last 
few  months  its  bullion  value  has  become  worth 
more  than  one-fifteenth  of  a  sovereign.  It  is 
out  of  line  with  the  standard  coin,  and  the  gov- 
ernment has  changed  its  legal  status  to  14^  to 
the  sovereign.  This  is  an  anomaly  in  itself,  for 
it  is  not  customary  to  adjust  the  value  of  a 
standard  coin  to  suit  that  of  a  subordinate  piece. 
The  fact  is  that  the  rupee  has  suddenly  rein- 
stated itself  as  the  standard  coin  of  India.  The 
rupee  is  the  best-known  coin,  it  is  the  money 
of  account  in  general  circulation  and  hoarded  by 
hundreds  of  millions;  it  is  impracticable  to  call 
in  the  rupees  for  recoinage,  giving  a  smaller  coin 
in  exchange.  The  government  has  control  over 
the  coinage  of  rupees  and  over  the  importation 
and  exportation  of  silver  to  and  from  India,  and 
possibly  can  control  the  situation  temporarily, 
but  the  fact  that  it  has  already  changed  the  re- 
lationship of  the  rupee  to  the  sovereign  shows 
that  the  latter  rather  than  the  former  is  now  on 
the  sliding  scale. 

The  United  States  Silver  Dollars. 

We  suggested  last  month  that  the  rise  of 
silver  might  afford  an  opportunity  to  make  an 
available  assets  of  the  stock  of  silver  dollars 
held  in  the  United  States  Treasury  against 
silver  certificates  outstanding.     The  average 


cost  to  the  government  of  all  the  bullion  pur- 
chased for  dollar  coinage  from  1873  to  1893, 
was  1.023^2  cents  per  ounce.  These  purchases, 
however,  were  coined  at  the  rate  of  $1.29  per 
ounce,  and  the  difference  covered  into  the 
Treasury  as  ordinary  revenue.  Of  course,  the 
coins  could  not  be  disposed  of  at  less  than 
$1.29  per  ounce  without  creating  a  deficit  in 
the  Treasury  which  would  have  to  be  cared 
for  by  Congress. 

The  rapidity  of  the  rise  last  month  sug- 
gested that  it  is  quite  within  the  range  of  pos- 
sibility for  silver  to  go  to  $1.29  and  above.  If 
this  should  occur,  silver  certificates  could  be 
presented  at  the  Treasury  for  redemption,  and 
the  coins  could  be  exported  as  bullion  unless 
the  authorities  interposed  objections  under  the 
embargo  act.  Presumably  no  objections 
would  be  raised  to  exportations  in  settlement 
of  approved  trade,  for  the  silver  would  go  in 
exchange  or  substitution  for  gold,  and  gold 
would  be  more  serviceable  in  the  reserves  of 
the  Federal  reserve  banks  than  the  silver 
certificates. 

In  only  one  respect  might  inconvenience  be 
felt.  The  silver  certificates  are  mainly  in  the 
one  and  two  dollar  denominations,  and  the 
supply  of  these  is  already  deficient.  If  they 
were  rapidly  retired  without  anything  being 
provided  to  take  their  place  trade  would  be 
embarrassed  for  want  of  small  bills.  When 
the  Federal  reserve  notes  were  authorized  no 
provision  was  made  for  one  and  two  dollar 
denominations,  because  it  was  thought  best 
to  allow  that  field  to  the  silver  certificates  and 
United  States  notes.  In  view  of  the  present 
silver  situation  it  would  be  wise  to  have  Con- 
gress at  once  authorize  reserve  notes  in  these 
denominations.  With  this  done  the  country 
would  be  a  gainer  by  the  exportation  of  silver 
dollars.  The  Federal  reserve  notes  in  small 
denominations  would  impose  practically  no 
additional  burdens  on  the  gold  reserve.  In 
the  last  analysis  the  silver  certificates  are  now 
a  liability  against  the  gold  reserve,  but  used 
as  they  are  in  retail  trade  only,  it  is  a  neg- 
ligible liability.  The  substitution  of  reserve 
notes  for  the  certificates  would  unify  our  cur- 
rency system,  and  if  the  dollars  were  avail- 
able for  export  at  their  face  value  they  would 
stabilize  silver  and  exchange  with  Asia  for  a 
long  time. 

The  total  amount  of  silver  dollars  in  the 
country  is  estimated  at  568,000,0(X). 

Port  of  Astoria. 

We  have  made  mention,  from  time  to  time, 
of  extensive  improvements  being  made  at  lead- 
ing market  and  shipping  centers  of  the  coun- 
try, in  warehouses,  dock,  storage  and  transfer 
facilities  of  every  kind.  The  information  has 
shown  that  an  extensive  movement  of  this  kind 
is  under  way,  enterprising  cities  vieing  with 
each  other  in  their  efforts  to  become  trading 
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centers.  In  the  Pacific  Northwest  we  have 
mentioned  the  improvements  at  Seattle  and 
Portland,  but  have  not  until  recently  had  the 
details  of  the  important  works  at  Astoria,  the 
oldest  port  in  the  Pacific  Northwest.  Astoria 
was  founded  in  1811  by  John  Jacob  Astor. 
From  the  beginnings  of  settlement  in  the 
northwest  the  Columbia  river  has  been  recog- 
nized as  affording  a  valuable  entrance  for  ship- 
ping, but  until  recent  years  the  bar  at  the 
entrance  has  been  a  menace  to  navigation.  Ap- 
propriations by  Congress,  supplemented  by  the 
municipalities  of  Astoria  and  Portland,  have 
finally  secured  40  feet  of  water  over  the  bar 
and  30  feet  all  the  way  to  Portland,  at  mean 
low  tide. 

Astoria  is  situated  only  a  few  miles  from  the 
ocean.  Under  the  laws  of  Oregon,  a  port  com- 
mission was  created  in  1909,  which  has  had 


charge  of  the  construction  of  extensive  im- 
provements, such  as  wharves,  slips,  ware- 
houses, cranes,  grain  elevator,  etc.  Modem 
coal-handling  apparatus  has  been  installed.  The 
storage  capacity  for  grain  is  about  1,200,000 
bushels  with  a  loading  capacity  of  15,000 
bushels  per  hour.  In  the  past  on  the  Pacific 
coast  grain  has  been  shipped  mainly  in  sacks, 
but  it  is  said  that  this  is  rapidly  changing,  ow- 
ing to  the  construction  of  elevators  throughout 
the  interior.  More  than  50  new  elevators,  it  is 
said,  will  be  in  operation  this  season. 

Astoria  has  a  flouring  mill  with  a  capacity 
of  1,200  barrels  per  day,  three  ship-building 
plants,  four  saw-mills,  a  paper  mill,  nine 
canneries  and  other  industries.  The  port  im- 
provements which  it  is  completing  will  give  it 
new  standing  among  the  important  cities  of 
the  northwest  coast. 
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STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  SEPTEMBER  21,  1917. 
(In  Thousands  of  Dollars) 


resoi7Rce:s 

Gold  coin  and  certificate* 

Boston 

24.045 
15.180 
3.675 

N.Y. 

249.642 

128.150 

18.112 

Phila. 

17,784 

30,276 

3.675 

Clev'd 

27358 
38.431 

4,725 

70,737 

35,324 
53 

106,114 
313 

Rlch'd 

6,249 

22,178 
l.rJ7 

AUanU 

6,246 
1,038 
1375 

Chicago 

44.580 

SI  .602 

7J50 

St  Louis 

3.194 
19  850 
2.100 

M'npl's 

16.896 
7.461 
2.100 

Kas.City 

8.051 

32.976 

2.625 

43,652 

20,796 
518 

Dallas 

12.412 
6.410 
1.838 

S.Fr'aco 

14.322 
19.812 
2.888 

Total 

430,979 

Gold  Settlement  Fund 

Gold  with  foreign  agencies 

373.387 
52.500 

Total  Bold  held  by  banks 
Gold  with  Federal  Reserve 

42,900 

24^21 
500 

395,904 

216332 
4.001 

51,735 

32,001 
950 

30,264 

14316 
808 

4538$ 

150 

8,869 
339 

103332 

81333 
270 

25,144 

17,286 
575 

26,457 

21,117 
803 

48377 
338 

20,660 

20360 
610 

37,022 

23391 
15 

856,866 
536.009 

Gold  Redemption  Fund. . . 

9.442 

Total  Bold  reserves. . 

Leml  tender  notes.  Silver, 

etc 

67,621 

3sn 

616,837 
39,838 

84,686 
1.202 

37330 
457 

185335 
2,150 

43,006 
1.213 

64,966 
37 

41,630 
530 

60,628 
93 

1,402317 
49.934 

Total  Reserves 

Bills  dUcoanted.  Members 
Bills  boughtinopenmark't 

71,434 
16.599 
18.803 

35,402 

610 

2,686 

656.475 
27.146 
50309 

86,^ 
2«1 
6M8 

85.888 

U.618 
16.434 

106.427 
10.434 
22,895 

45.738 
16.647 
3.297 

37387 
7,548 
1,731 

187.485 
30,985 
12,485 

44.218 
15.221 
4.715 

48.715 
10319 
3  218 

65.003 
16.894 
5.8S2 

42.160 
8.133 
4.055 

60.721 

9.614 
9.018 

1.452.251 

183.758 

161.012 

Total  bills  on  hand.. 
U.  S.  Govemm't  long-term 

30/)52 

877 

3,231 
126 

33329 

7,945 

3J83 
32 

19344 
1,152 
2J64 

9^79 

887 

5,784 
10 

43.470 

20,172 

5,417 

19,936 
2336 
1,793 

14,137 
1359 
2,039 

22,746 
8349 
2310 

12,188 

3,969 

2327 
46 

18,632 
2312 
3,788 

(c,344.770 
53,929 

U.  S.  Govemm't  short-term 

41,070 

Municipal  Warrants. 

214 

Total  Earning  Assets 
Due  fr.  other  F.  R.  Bks.  net 
Uncollected  Items. 

38.698 
6,403 
I5Z58 

94364 

5S32S 

34,286 
2300 
30,743 

41.689 
4.867 
15.418 

23,460 
14.137 

15.960 
3.623 
11.292 

69.059 

1.211 

31306 

23.965 

1460 

13.069 

18.035 
1.487 
8.688 

33,805 

1.430 

13.336 

18330 
11.887 

24,932 
2.986 
13.864 

439,983 
(b'1.337 
237,704 

Total  deduction  from 

irross  deposits 

Sfri'demptionfund  against 

F.  K.  bank  notes  

All  other  resources 

21,641 

S832S 

33,243 

20J85 

14,137 

1431S 

166 

32,717 

14329 

10,176 
19 

14,766 
400 

11387 

100 

120 

16,S0 
99 

239,041 

500 
404 

TOTAL  RESOURCES 

131,773 

809364 

153.417 

171,401 

83  335 

69.028 

289  J61 

82,712 

76,945 

113374 

72,797 

102,602 

2.132,179 

zj.ABtL.mEa 

Capital  Paid  in 

5.463 
2,999 

74,805 
13371 

12J20 
2.278 

442X187 

43.924 
36.045 
22J23 

5,2<8 
1,691 

70532 
2837 

6.460 
2,788 

99,769 
13.886 

3.475 
1,662 

37,100 

11.773 
1,728 

2302 
1,721 

26357 

120 
7,695 

8.006 
7,602 

1.'>8,.W 

4.S43 
19388 

3369 
231 

43,810 

16 
10,675 

2359 
2,397 

38322 

1 
33S0 

3367 
20 

67,056 
9,122 

2.779 
2,001 

31,745 

3,777 
579 

3,987 
142 

61,124 

1.875 
6370 

59  354 

Government  Deposits 

Due  to  members  -  reserve 

25,030 

1,151,704 

Due  to  nonmember  banks 
clearing  acc't 

50,779 

''ollection  Items 

Due  to  other  F.  R.  Bk's  net 

164,449 

Total  Gross  Deposits. . . 

F.  R.  Notes  in  actnal  circu- 
lation  

F.  R.  Bank  Notes  In  circu- 
lation, net  liability 

All  other  Liabilities  incl. 
Foreign  Covem't  credits 

91J75 
34,496 

437 

546,S7 
249,067 

1,620 

100,620 
47,259 

270 

116,443 
48,391 

107 

52,263 
27316 

81 

36,093 
30,433 

190,430 
90.789 

37 

54370 
25,152 

21 

44,470 
29316 

76,158 

26,405 

8.000 

44 

38,102 
31316 

69,711 
28,904 

1,391,962 

:a)670346 

8,000 

2,617 

TOTAL  LIABILmES 

131,773 

809364 

153.417 

m.401 

83J35 

69.028 

2S9.261 

82.712 

76.945 

113,974 

72.797 

102.602 

2,132,179 

k 


(a)  Total  Reserve  notes  in  circnlatlon,  670.246. 

(b)  Dirference  betwein  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks,  1337:  The  Gold  Reserve  avainst 
net  deposit  Liabilities  is  74.3!l:  Gold  and  lawful  money  reserve  against  net  deposit  liabilities  7B.6%.  Gold  Reserve  against  Federal 
Reserve  Notes  in  actual  circulation,  SIAX. 

(c)  Bills  discounted  snd  bought;  municipal  warrants :  1—15  days  138,774;  16-30  days  63338;  31—60  days  90,801;  61—90  days  50,462;  over 
(0  day*  1399.   Total  344374. 
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Second  Liberty  Loan. 

THE  exact  figures  for  subscriptions  to 
the  Second  Liberty  Loan,  which  closed 
on  October  27th,  are  not  available  at 
this  writing,  but  it  is  known  that 
the  loan  is  a  splendid  success.  The 
amount  called  for  by  the  Treasury  was  $3,000,- 
000,000,  with  an  oflfer  to  accept  one-half  of  an 
over-subscription  and  an  intimation  that  $5,000,- 
000,000  would  be  a  good  mark  to  try  for.  The 
latter  is  a  stupendous  sum  to  be  raised  at  one 
time  and  the  fact  that  $3,000,000,000  was  the 
sum  definitely  called  for  undoubtedly  made  some 
difference  with  the  result,  but  apparently  over 
$5,000,000,000  has  been  raised.  This  does  not 
include  any  conversions,  and  is  the  largest 
amount  of  new  money  ever  raised  in  one  loan 
by  any  country. 

The  apportionment  of  the  Treasury  to  the 
twelve  reserve  districts,  based  upon  banking 
resources,  is  given  herewith. 

Minimum  Maximum 

Boston  $300,000,000  $50(J.0OO.C0O 

New  York  900,000.000  1,500,000,000 

Philadelphia 250.000.000  415.000,000 

Richmond 120,000,000  200.000.000 

Atlanta 80.000.000  135.000,000 

Qeveland 300,000.000  500.000,000 

Chicago 420.000,000  700.000,000 

Minneapolis 105.000,000  175.000,000 

Kansas  City  120.000.000  200.000,000 

St.  Louis   120.000,000  200.000.000 

Dallas 75.000,000  125,000.000 

San  Francisco 210,000,000  350,000,000 

$3,000,000,000    $5,000,000,000 

Every  one  of  the  districts  has  raised  the  mini- 
mum quota,  and  probably  one-half  of  them  have 
gone  above  tlie  maximum.  The  total  for  the 
New  York  district  is  believed  to  be  approxi- 
mately $1,600,000,000,  which  should  satisfy 
even  the  most  malign  critic  that  the  banking 
interests  of  this  city  are  giving  whole-hearted 
support  to  the  government.  Railway  and  other 
corj)orations,  with  financial  headquarters  in  New 
York,  and  whose  bank  accounts  here  swell  the 
New  York  allotment,  divided  their  subscriptions 
more  generally  this  time  than  in  the  former  loan, 
and  this  makes  the  New  York  total  more 
remarkable. 


New  York,  November,  1917. 

The  full  result  gives  proof  which  will  be 
accepted  the  world  over  as  evidence  that  the 
American  people  will  support  their  government 
with  all  their  resources.  All  sections  of  the 
country  and  all  classes  of  our  people  have  re- 
sponded heartily.  The  number  of  subscribers 
is  not  yet  announced,  but  is  known  to  be 
enormous,  and  this  is  the  best  part  of  the  suc- 
cess. Groups  of  wage-earners  have  responded 
with  something  like  unanimity.  Townships  are 
reported  where  every  farmer  subscribed.  Our 
population  of  foreign  descent,  including  Ger- 
mans, have  given  a  splendid  exhibition  of  loy- 
alty. In  those  localities,  usually  rural,  where  sub- 
scriptions have  fallen  below  expectations,  the 
fact  may  be  fairly  attributed  to  unfamiliarity 
with  bond  investments,  and  failure  to  see  the 
situation  in  its  true  proportions. 

The  ability  to  absorb  great  popular  loans 
grows  as  they  are  repeated.  The  organization 
becomes  more  effective  in  its  work  of  presenta- 
tion, and  the  public  interest  increases.  The  peo- 
ple who  subscribed  to  the  first  loan  came  in, 
generally,  on  the  second,  and  became  workers 
for  it,  and  as  the  bond  amiv  grows,  a  feeling  of 
loyalty  and  enthusiasm  develops  among  the 
members,  akin  to  that  which  inspires  the  armies 
in  the  field. 

Credit  for  tlie  success  of  this  great  issue  must 
be  largely  given  to  the  army  of  volunteer  can- 
vassers, speakers  and  workers,  who  put  in  a 
month  of  time  arousing  interest  to  the  pitch 
which  produced  the  wonderful  results  of  the  last 
days.  The  effect  of  their  work  was  cumulative. 
The  enthusiasm  at  the  end  swept  everybody 
along,  but  the  labors  of  the  first  weeks  were  a 
neces.sary  part  of  the  campaign. 

The  necessity  for  general  participation  be- 
comes more  apparent  as  we  go  along.  The  pro- 
ceeds of  the  loans  are  disbursed  broadly.  They 
go  mainly  at  first  hand  to  wage-earners  em- 
ployed upon  government  work,  but  are  passed 
on  quickly  to  the  farmers  and  all  classes.  In 
order  to  keep  the  government's  purse  full,  these 
disbursements  must  be  quickly  caught  up,  either 
through  taxation  or  loans,  and  returned  to  the 
Treasury  for  use  over  again.  The  more  directly 
it  is  returned  the  better,  for  every  dollar  of  un- 
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necessar)-  expenditure  tends  to  produce  effects 
that  are  embarrassing  to  the  government  and 
weakening  to  the  economic  situation. 

One  of  the  chief  gains  realized  by  having  the 
bonds  widely  distributed  is  that  the  subscribers 
will  have  a  direct  inducement  to  save  for  their 
payments  and  to  add  to  their  holdings.  When 
everybody  does  this,  the  country  will  be  actually 
paying  the  cost  of  the  war  as  it  goes  along.  It 
is  a  great  achievement  to  get  $5,000,000,000  sub- 
scribed to  the  loan;  but  it  will  be  an  even  greater 
achievement  to  get  these  subscriptions  completely 
paid  up,  and  the  decks  cleared  for  a  repetition 
of  the  act.  About  $2,000,000,000  of  this  new 
money  will  go  to  take  up  the  Treasury  certificates 
already  issued,  and  by  the  time  the  last  payments 
on  the  loan  are  made,  January  15,  the  proceeds 
of  the  loan  will  be  spent,  and  Treasury  certifi- 
cates will  begin  to  issue  against  the  next  loan. 

Government  Expenditures. 

Now  that  the  second  war  loan  has  been  sub- 
scribed, we  have  another  breathing  spell  and  it  is 
in  order  to  cast  a  look  ahead  upon  the  future  de- 
mands of  the  Treasury.  Congress  has  authorized, 
pursuant  to  Treasury  estimates,  the  sale  of 
$10,538,945,460  of  obligations  of  various  kinds, 
in  addition  to  $7,000,000,000  first  authorized  in 
April  last,  $2,000,000,000  of  which  were  issued 
in  June.  Of  the  $538,945,460,  $63,945,460  will 
be  used  to  refund  an  outstanding  issue  and  the 
remainder  is  to  reimburse  the  Treasury  for  dis- 
bursements against  which  bonds  were  originally 
authorized. 

With  $2,000,000,000  raised  in  the  First  Liberty 
loan,  if  $4,000,000,000  is  accepted  in  the  Second 
Liberty  loan,  the  further  amount  of  obligations 
authorized  is  $11,475,000,000.  These,  however, 
are  not  all  authorized  in  the  form  of  bonds. 
Four  millions  may  be  issued  only  in  Treasury 
certificates,  and  $2,000,000,000  in  war  sav- 
ings certificates.  The  former  are  issued  for 
short  terms,  and  are  particularly  designed  to  be 
taken  by  banks,  to  bridge  over  the  periods  be- 
tween loan  offerings.  The  war  savings  certifi- 
cates are  intended  to  be  a  popular  and  convenient 
form  of  obligation  for  sale  on  small  payments. 
Deducting  these  issues,  there  remain  $5,475,000,- 
000  which  are  to  be  offered  in  bonds  similar  in 
detail  to  those  of  the  Second  Liberty  loan. 

All  of  these  offerings,  together  with  the  taxes 
levied,  were  estimated  by  the  Treasury  to  .some- 
what more  than  cover  the  pro.spective  require- 
ments of  tlie  Government,  including  its  loans  to 
allies,  up  to  July  1st,  1918.  It  has  not  been  sup- 
posed, however,  that  all  of  the  Treasury  certifi- 
cates or  war  savings  certificates  would  be  out- 
standing at  the  same  time.  They  serve  tem- 
porary purposes,  and  are  convertible  into  the  sev- 
eral issues  of  bonds.  Congress  will  be  in  session 
from  early  in  December,  throughout  the  remain- 


der of  the  fiscal  year,  and  will  provide  for  other 
bond  issues  as  needed. 

The  real  problem  is,  how  fast  will  the  program 
adopted  by  the  government  require  disbursements 
to  be  made."*  Figures  have  been  given  in  the 
newspapers  ranging  from  $14,000,000,000  to 
$19,000,000,000,  as  the  amounts  required  during 
this  fiscal  year.  It  is  evidently  difficult  to  make  a 
close  estimate  upon  enormous  operations,  involv- 
ing so  much  work  that  is  out  of  the  ordinary  run. 
On  the  face  of  the  proposition  it  looks  im]K)ssi- 
ble  to  expend  that  amount  of  money  for  the  pur- 
poses in  view,  within  the  time  stated.  The  major 
portion  of  the  expenditures  are  for  fabricated 
goods,  and  the  total  value  of  all  the  manufac- 
tures of  the  United  States  in  the  year  1914  was 
$24,246,000,009,  ^"'^ '"  ^^^'  $20,672,000,000.  It 
is  true  that  prices  are  now  much  higher  than  in 
those  years,  but  some  idea  of  the  volume  of  busi- 
ness involved  in  the  expenditure  of  even  $14,000,- 
000,000  can  be  gained  by  the  comparison.  The 
total  expcditures  for  the  first  four  months  of  the 
year  has  been  approximately  $3,000,000,000,  and 
for  the  month  of  October,  $1,000,000,000.  Pre- 
sumably, they  will  increase,  particularly  for  ship- 
building and  aeroplanes,  but  how  much  can  they 
be  advantageously  increased? 

Private  Work  Must  Be  Reduced. 

If  $18,000,000,000  or  $20,000,000,000  are  to 
be  expended  upon  government  work  it  is  certain 
that  private  work  must  be  more  drastically  cur- 
tailed. The  available  supply  of  labor  is  limited, 
and  competition  for  it  increases  costs  without 
increasing  product.  The  payment  of  extra- 
ordinary wages  will  attract  labor  to  the  war 
industries,  but  if  it  is  drawn  from  coal  mines, 
railways  and  farms  the  situation  may  be  so  dis- 
organized that  even  war  work  will  be  impeded. 
The  situation  is  most  effectually  handled  by 
having  the  government  exercise  priority  rights. 
It  is  doing  this  as  to  materials  and  equipment, 
and  may  have  to  go  farther  and  exercise  a  pri- 
ority right  to  labor.  If  conscription  for  govern- 
ment work  is  deemed  impracticable,  the  object 
may  be  accomplished  by  restricting  the  employ- 
ment of  labor  in  non-essential  industries. 

The  urgent  demands  of  tliis  government  have 
interfered  in  some  instances  with  work  being 
done  for  the  allies,  and  this  has  brought  up  the 
question  whether  it  is  good  policy  to  curtail  work 
for  them,  and  loans  to  them,  in  order  to  hasten 
our  own  preparations.  It  is  certainly  true  that, 
being  at  war,  we  should  not  be  dependent  upon 
others  to  fight  for  us,  and  the  nation  would  not 
be  content  where  its  own  honor  and  interests  are 
involved  to  play  the  part  of  a  mere  purveyor  of 
supplies.  On  the  other  hand,  our  allies  have 
trained  armies  already  in  the  trenches,  and  sup- 
plies for  those  armies  may  be  even  more  impor- 
tant at  the  moment  than  preparations  to  put  an 
army  of  our  own  in  the  field  later.  The  disaster 
which  has  just  occurred  to  the  Italian  armies 
illustrates  this. 
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Inflation. 

There  is  much  discussion,  both  in  this  country 
and  England,  over  the  effects  of  borrowing  for 
the  purpose  of  subscribing  to  the  government 
loans,  critics  of  the  policy  alleging  that  it  causes 
an  inflation  of  credit  similar  lo  that  resulting 
from  issues  of  paper  money,  thus  bringing  about 
a  higher  level  of  prices  and  costs,  and  adding  to 
the  cost  of  the  war. 

It  cannot  be  denied  that  borrowing  does  di- 
rectly increase  the  amount  of  credit  in  use,  but 
the  effect  is  not  quite  the  same  as  an  increase  in 
the  supply  of  money.  An  increase  in  the  supply 
of  gold,  or  of  paper  money  where  gold  payments 
are  suspended,  enlarge  bank  reserves,  tends  to 
ease  the  money  market  and  encourage  borrowing. 
That  effect  was  seen  following  the  heavy  importa- 
tions of  gold  into  this  country  in  1915  and  1916. 
On  the  other  hand  the  borrowing  which  is  done 
for  the  purpose  of  subscribing  to  the  government 
loans,  instead  of  increasing  reserves,  increases 
deposits,  and  thereby  reduces  the  percentage  of 
reserve,  and  tigthens  the  money  market. 

This,  however,  is  not  all  that  happens.  It  is 
perfectly  true  that  if  after  borrowing  to  create 
new  purchasing  power,  and  turning  that  purchas- 
ing power  over  to  the  government,  the  public  goes 
on  its  usual  course,  attempting  to  use  as  much 
purchasing  power  on  private  account  as  before, 
Ujcre  will  be  a  congestion  of  demands  for  labor 
and  materials  which  cannot  be  met,  and  which 
will  inevitably  force  up  prices. 

It  would  seem  that  a  considerable  degree  of 
such  expansion  in  financing  a  war  is  unavoidable. 
The  wants  of  the  government  are  imperative,  they 
are  on  an  enormous  scale,  and  they  cannot 
be  immediately  met  except  by  tlie  use  of  credit. 
It  is  impossible  for  the  people  to  at  once  adjust 
their  private  affairs  to  the  new  state  of  things. 
Business  will  tend  to  go  along  in  its  accustomed 
channels,  and  the  scale  of  living  expenditures 
cannot  forthwith  be  radically  changed.  There  is 
so  much  fear  of  business  stagnation  that  people 
argue  seriously  in  favor  of  expenditures  as  usual. 
Gradually,  however,  the  natural  remedies  make 
themselves  felt.  Prices  rise,  the  government  es- 
tablishes priority  rights,  trade  channels  are  con- 
gested, and  it  becomes  apparent  that  the  demands 
in  the  market  are  greater  than  can  be  satisfied. 

The  Federal  government  is  appealing  to 
municipalities  to  abstain  so  far  as  practicable 
from  new  public  works  during  the  war,  for  two 
evident  reasons,  to  wit :  that  the  financing  of  such 
works  must  interfere  with  the  war  loans,  and  that 
the  demand  for  labor  and  materials  must  inter- 
fere with  the  war  work.  The  same  reasoning 
applies  to  private  expenditures.  The  act  of  sav- 
ing withholds  purcha.sing  power,  releases  labor  to 
the  Government,  and  holds  inflation  in  check. 

It  will  be  agreed  that  it  is  very  undesirable  to 
have  the  general  level  upon  which  business  is 
done  lifted  higher  than  it  is.  Already  grave  ap- 
prehensions are   felt   about   it,    looking   to   the 


period  of  readjustment  after  the  war.  The  rise 
of  living  costs  has  been  an  important  factor  in 
the  rise  of  all  costs,  but  at  this  time  there  is  a 
fair  prospect  that  food  prices  may  be  stabilized 
by  the  large  crop  yields  of  the  year.  Neverthe- 
less, if  tlie  demands  on  the  industries  are  beyond 
their  capacity  the  general  level  of  wages  and 
prices  will  continue  to  rise  until  checked  by  the 
sheer  inability  of  the  public  to  make  purchases, 
or  by  effective  price  regulation.  The  latter, 
coupled  with  arbitrary  distribution,  may  justify 
itself  by  restraint  upon  inflation. 

Up  to  this  time  there  has  been  but  little  move- 
ment in  farm  lands,  but  reports  are  now  current 
of  increasing  sales  and  higher  prices.  A  leading 
farm  journal  of  the  Middle  West  says  that  "a 
boom  is  on  in  farm  lands."  It  is  natural  that 
farmers,  getting  high  prices  for  their  products 
and  having  surplus  funds  for  investment,  should 
want  to  buy  more  land.  If  the  movement  signi- 
fied that  more  people  were  becoming  farmers, 
and  more  land  was  being  brought  under  cultiva- 
tion, it  would  be  regarded  favorably.  Unfortun- 
ately that  is  not  the  case  generally.  It  is  another 
phase  of  inflation,  due  to  the  same  impulse  which 
causes  industrial  managers  to  bid  against  each 
other  for  labor  and  materials.  An  extensive  land 
movement  involves  the  use  of  credit  and  ties  up 
liquid  capital.  If  farmers  will  put  their  surplus 
funds  into  the  Government  loans  the  farming  in- 
dustry will  be  in  better  condition  after  the  war 
than  if  lands  are  lifted  to  higher  levels  and  the 
mortgage  indebtedness  upon  them  is  increased. 

Bankers  have  an  important  duty  to  perform 
in  restricting  the  use  of  credit  for  unnecessary 
purposes.  There  is  perhaps  no  other  influence 
which  can  do  so  much  to  hold  inflation  in  check, 
and  they  should  act  with  a  sense  of  public 
responsibility. 

Financial  Affairs. 

The  money  market  has  been  .stable  throughout 
the  past  month,  notwithstanding  the  unusual  de- 
mands upon  it.  Early  in  the  month  a  Money 
Committee  was  organized  in  Now  York,  headed 
by  the  Governor  of  the  Federal  Reserve  Bank, 
and  with  the  Presidents  of  eight  of  the  larger 
banks  and  trtist  companies  as  members.  A  fund 
of  $200,000,000  was  placed  at  its  disposal,  the 
purpose  being  to  meet  any  unusual  demands  and 
see  that  all  legitimate  needs  were  cared  for. 
About  one-half  of  the  fund  was  used.  It  is 
probable  that  the  Committee  will  be  continued. 

Without  much  change  in  rates  the  tendency 
has  been  to  greater  strength.  Time  money  is  5^2 
to  6  per  cent. ;  commercial  paper  about  the  same ; 
call  loans  3  to  4  per  cent.  Country  bank  borrow- 
ings have  been  light,  but  balances  here  have  been 
reduced  by  constant  withdrawals  through  the 
Federal  reserve  banks.  Payments  by  interior 
banks  for  the  succeeding  issues  of  Treasury 
certificates  have  not  been  equal  to  these  with- 
drawals, as  appears  by  the  losses  of  the  Fed- 


eral  Reserve  Bank  of  New  York  tiirough  the 
gold  settlement  fund.  On  August  3rd  the  New 
York  bank  had  $255,000,000  to  its  credit  in  the 
gold  settlement  fund,  since  then  it  has  trans- 
ferred $50,000,000  from  its  vaults  to  replenish 
the  fund,  and  on  October  26th  it  had  $36,4%,- 
000  to  its  credit  there.  The  movement  to 
the  country  is  usual  at  this  season,  but  may  be 
reversed  by  payments  upon  the  government 
loan.  The  money  market  is  not  expected  to  show 
much  change  between  now  and  the  first  of  the 
year. 

The  principal  items  of  the  Qearing  House 
statement  show  changes  between  September 
29  and  October  27,  as  follows : 

Sept.  29  Oct  27 

Loans  $3,942269,000  $4,376,116,000 

Demand  deposits  3,535.640.000  3,565,576.000 

Government  deposits 240,626,000  459,31 7,000 

Reserves,  incl.  vault  cash..     653,748.000  637,127,000 

Excess  reserve 77,012,000  55,553,000 

The  movement  of  state  banks  and  trust  com- 
panies into  the  Federal  reserve  system  con- 
tinues on  an  important  scale,  the  larger  insti- 
tutions leading.  The  President  of  the  United 
States  has  issued  a  public  letter  urging  all  who 
are  eligible  to  take  the  step,  lending  their  aid 
to  complete  the  financial  organization  of  the 
country.  The  consolidated  statement  for 
October  26,  shows  total  gold  holdings  of  $1 ,503,- 
436,000,  and  reserve  deposits  of  $1,264,323,000. 
Federal  reserve  notes  in  circulation  now 
amount  to  $847,506,000,  against  which  Federal 
reserve  agents  hold  $614,692,000.  Total  earn- 
ing assets  are  $684,959,000,  and  paid-up  capital 
$62,629,000. 

A  committee  of  Canadian  bankers  has  been  in 
Washington,  asking  a  relaxation  of  the  embargo 
upon  gold  exports.  This  is  the  season  of  crop- 
moving  there,  and  it  has  been  customary  for 
money  to  move  from  New  York,  as  it  moves  to 
our  own  agricultural  states.  There  is  every 
reason  why  the  wants  of  Canada  in  this  respect 
should  be  supplied.  The  trade  balance  is  in  her 
favor,  and  we  owe  the  money;  moreover.  New 
York,  as  the  chief  financial  center  of  the  conti- 
nent is  the  place  where  Canadian  bankers  natural- 
ly employ  their  surplus  funds,  but  of  course  it 
is  a  condition  of  such  employment  that  they  shall 
be  able  to  withdraw  their  funds  when  they  have 
use  for  them  at  home.  It  is  understood  that  sat- 
isfactory arrangements  have  been  made. 

Branches  of  the  Federal  reserve  bank  of 
Qeveland  have  been  determined  upon  at  Pitts- 
burg and  Cincinnati.  Branches  of  the  San 
Francisco  bank  have  now  been  opened  at  Spo- 
kane, Seattle  and  Portland. 

During  the  past  month  Germany's  seventh 
war  loan  has  been  closed,  and  a  Berlin  dispatch 
reports  the  subscriptions  at  12,430,000,000 
marks,  or  about  $3,100,000,000.  The  total  of 
seven  loans  is  72,761,000,000  marks,  about  $18,- 
000.000,000. 

The  British  government  began  on  October  2 


to  issue  a  new  series  of  war  bonds,  paying  5  per 
cent,  interest,  repayable  October  1,  1922,  at 
102,  October  1,  1924,  at  103,  and  October  1, 
1927  at  105.  It  also  offers  a  4  per  cent,  bond, 
exempt  from  income  tax,  except  super  taxes, 
repayable  October  1,  1927  at  par.  These  bonds 
are  convertible  into  the  last  issue  of  war  bonds 
at  95.    They  are  said  to  be  selling  very  freely. 

Bond  Market. 

The  second  Liberty  Loan  has  absorbed  the  un- 
divided attention  of  the  banks,  bond  houses  and 
trade  organizations  throughout  the  country  dur- 
ing the  month  of  October.  In  many  territories 
the  number  of  expert  bond  salesmen  available 
for  the  work  was  reduced  from  twenty-five  to 
fifty  per  cent,  as  compared  with  the  first  Loan  on 
account  of  the  number  who  had  gone  into  mili- 
tary service. 

During  the  month  bond  prices  declined  about 
1J^%,  the  average  price  of  forty  selected  Wall 
St.  Journal  issues  on  October  27  being  86.73, 
compared  with  88.15  on  September  27,  1917, 
while  the  decline  compared  with  October  29, 
1916,  was  8^%. 

No  public  offerings  were  made,  but  it  was  an- 
nounced that  B.  F.  Goodrich  Rubber  Company 
sold  privately  an  issue  of  $15,000,000  6%  notes 
covering  a  period  of  two  years ;  in  serial  form  at 
three  months'  time  with  required  renewals.  This 
is  in  effect  a  consolidation  of  tlieir  outstanding 
short  term  indebtedness. 

Liberty  Loan  3j/$s  remain  firm  with  consider- 
able trading  slightly  under  par. 

The  municipal  market  has  been  firm  during 
the  month.  Early  in  October  the  City  of  Mil- 
waukee, Wis.,  offered  $1,090,000  4>^%  bonds 
but  sold  only  $250,000  to  a  local  bank,  bids  for 
the  balance  being  rejected.  The  City  of  Cincin- 
nati sold  $920,000  4^%  bonds  at  an  average 
price  slightly  under  102.  The  City  of  Dallas 
offered  $500,000  4%  bonds  but  rejected  all  bids. 

General  Business  Conditions. 


Judged  by  the  consumption  of  coal  and  the 
traffic  of  the  railways,  two  very  good  indices, 
industry  and  trade  are  up  to  the  limit  of  facili- 
ties. More  coal  is  being  mined  than  ever  be- 
fore, but  not  enough  to  supply  the  demand ; 
more  freight  is  being  handled  by  the  railways 
than  ever  before,  but  they  cannot  promptly 
move  all  that  is  offered.  Business  is  harassed 
by  many  uncertainties  and  vexations,  and  war 
business  is  interfering  with  peace  business. 
Government  orders  are  taking  up  more  of  the 
productive  capacity  than  was  predicted  of  them 
some  months  ago.  General  trade  is  good,  and 
merchants  have  confidence  that  it  will  keep  up, 
because  the  buying  power  of  the  population  is 
enormous.  Stocks  in  first  hands  are  light,  and 
owing  to  high  prices  distributors  are  disposed 
to  avoid  heavy  stocks. 

It  goes  without  saying  that  the  labor  situa- 
tion is  acute,  for  there  literally  is  no  limit  to 


the  demand  for  men.  The  ship-yards  are  want- 
ing them  by  the  hundred  thousand,  and  em- 
ployers in  various  lines  are  bidding  against 
each  other  for  them.  There  is,  of  course,  no 
prospect  of  an  enlarged  supply  of  labor,  except 
as  women  are  introduced  into  new  occupations, 
but  this  is  constantly  going  on.  In  the  matter 
of  industrial  relations,  developments  on  the 
whole  are  reassuring.  The  most  serious  dis- 
turbances of  recent  months  have  been  either 
formally  settled  or  are  in  process  of  adjust- 
ment, and  in  many  instances  settlement  has  in- 
cluded agreements  which  look  to  the  amicable 
adjustment  of  any  further  differences  that  may 
arise  during  the  war.  The  recognized  labor 
leaders  have  used  their  influence  to  compose 
the  difficulties,  and  to  keep  work  going.  It  is 
not  to  be  expected  that  in  abnormal  times  like 
these  all  friction  can  be  avoided,  or  that  no 
unreasonable  action  will  be  taken,  but  it  seems 
due  to  say  that  the  leaders  and  the  rank  and 
file  have  shown  a  patriotic  spirit.  There  has 
been  recognition  among  both  employers  and 
employees  of  the  public  interest  in  the  uninter- 
rupted activity  of  all  the  essential  industries. 
As  the  war  goes  on  we  may  hope  that  the  spirit 
of  patriotism  will  grow  stronger,  and  that  all 
will  feel  in  increasing  degree  the  importance 
of  national  unity,  and  of  maintaining  the  in- 
dustries at  their  highest  efficiency.  Some  ob- 
servers are  sanguine  enough  to  think  that 
industrial  relations  will  be  permanently  better 
because  all  classes  will  draw  closer  together 
during  the  war. 

Bradstreet's  report  of  building  permits 
granted  for  the  nine  months  ending  with  Sep- 
tember, 139  cities,  shows  aggregate  values 
$583,676,569,  against  $766,500,058  in  corre- 
spondmg  period  1916.  The  same  authority 
gives  cotton  consumption  in  September,  569,- 
357  running  bales,  against  529,227  in  Septem- 
ber, 1916;  bituminous  coal  shipments  in  August, 
72  roads,  703,177  car-loads,  against  634,607  car- 
loads in  August,  1916;  anthracite  coal  ship- 
ments, nine  months,  1917,  57,778,097  tons,  against 
49,930,416  in  same  month  1916,  and  48,556,940 
same  period  1915  ;  shipments  of  Southern  pine, 
August,  1917,  503,832,714  feet,  against  452,- 
793,168  in  1916;  shipments  Western  pine, 
August,  139,128,575  feet,  against  103,696,277 
feet  in  that  month  of  last  year.  With  the  ex- 
ception of  building  operations,  all '  of  these 
figures  indicate  an  expansion  of  business. 

Crops  are  moving  to  market  slowly,  and  this 
is  true  not  only  of  wheat,  which  is  under  price 
control,  but  of  oats  and  cotton  which  have  a 
free  market.  This  fact  supports  the  view  that 
the  delay  is  because  of  the  activity  of  farmers 
with  fall  work.  The  visible  supply  of  wheat 
in  the  United  States  and  Canada  on  October 
20,  was  55,890,000  bushels,  against  112,270,000 
a  year  ago ;  of  corn,  2,045,000,  against  5,382,000 


a  year  ago,  and  of  oats  23,087,000,  against  62,- 
719,000  a  year  ago. 

Food  Supplies. 

The  most  vital  factor  in  the  economic  situa- 
tion is  recognized  to  be  food  supplies,  and  the 
outlook  has  been  greatly  improved  by  the  as- 
surance of  an  immense  corn  crop.  All  of  the 
grains,  except  wheat,  are  above  the  average  of 
the  last  five  years.  Sugar  beets,  potatoes,  onions, 
beans,  cabbages,  and  vegetables  generally  are 
above  the  yields  of  any  previous  year.  The  prod- 
uct of  the  commercial  canneries  is  larger  than 
ever  before,  and  tlie  amount  of  family  canning 
and  drying  is  estimated  to  be  several  times  that 
of  any  previous  year.  The  garden  movement  has 
been  a  success,  and  it  has  been  a  very  important 
factor  in  the  solution  of  the  food  problem.  All  of 
the  organizations  for  promoting  the  movement 
should  be  kept  alive  for  next  year,  and  should 
plan  now  for  more  effective  work  next  year. 

The  apple  crop  is  176,620,000  bushels,  as 
compared  with  202,245,000  in  1916  and  215,- 
572,000,  the  five  year  average.  The  hay  crop 
is  91,715,000  tons,  as  compared  with  109,786,- 
000  tons  in  1916,  and  86,587,000,  the  five  year 
average.  The  falling  oflF  in  hay  is  in  part,  if 
not  fully,  made  good  by  greater  supplies  of 
fodder. 

So  far  as  grain  and  vegetables  are  concerned, 
this  country  is  well  supplied,  and  should  be 
able  to  cut  down  wheat  consumption  in  order 
to  supply  its  allies  who  are  obliged  to  look 
largely  to  this  country  and  Canada.  The  De- 
partment of  Agriculture  estimates  our  produc- 
tion at  659,797,000,  and  our  normal  consump- 
tion plus  seed  requirements  at  637,082,000.  Es- 
timating a  10  per  cent,  reduction  of  consump- 
tion, it  calculates  the  available  surplus  at 
77,6%,000  bushels.  The  Canadian  surplus  is 
estimated  at  about  200,000,000  bushels.  The 
required  imports  of  the  allies  and  neutrals  are 
estimated  at  450,000,000  to  480,000,000  bushels. 

Favorable  news  comes  from  Argentina,  where 
the  wheat  harvest  is  about  to  begin  in  the 
northern  states.  The  total  yield  of  the  country 
is  estimated  at  6,000,000  tons,  or  about  220,- 
000,000  bushels,  which  would  be  a  record  pro- 
duction. The  maximum  domestic  requirement 
for  food  and  seed  would  leave  at  least  150,000,- 
000  bushels  for  export.  Australia  and  India 
have  large  stores  of  wheat  from  the  last  crop, 
and  another  crop  coming  on  during  our  winter 
season,  but  unfortunately  they  are  so  far  away 
that  with  the  present  scarcity  of  ships  these 
supplies  are  almost  unavailable.  Argentina  is 
nearer,  but  it  is  farther  away  than  the  United 
States,  and  this  country  and  Canada  are  the 
chief  reliance. 

The  very  high  prices  that  have  ruled  for  com 
during  the  past  summer,  and  the  loss  of  pastur- 
age and  hay  in   sections   aflfected  by  drought. 


have  caused  great  numbers  of  cattle  to  be 
forced  to  market.  They  have  been  bought  lib- 
erally by  the  farmers  of  the  middle  west,  but 
slaughtering  has  been  at  a  high  rate.  Official 
figures  of  animals  slaughtered  under  government 
inspection  in  the  first  seven  months  of  this  year, 
show  that  hogs  fell  off  over  3.000,000  head,  and 
sheep  800,000  head,  but  cattle  increased  1,200,- 
000.  These  figures  do  not  take  account  of  the 
fact  that  tlic  average  weight  of  animals  was  less 
than  usual.  The  high  prices  of  all  grains  for  the 
last  year  have  been  adverse  to  live  stock  and  dairy 
production.  It  has  paid  better  to  sell  com  than 
to  feed  it  to  animals,  and  in  truth  when  food  is 
scarce  it  is  better  economy  for  human  beings 
to  eat  the  grains  thap  to  make  meat  with  tliem. 
A  certain  amount  of  meats,  and  particularly  of 
fats,  are,  however,  required,  human  habits  are 
not  readily  changed,  and  in  the  long  run  the 
farmers  who  stick  to  meat  production  are  likely 
to  fare  better  than  a  shift  at  a  sacrifice  to  grain 
fanning. 

All  the  packing  houses  are  now  operating 
under  supervision  by  the  Food  Commissioner, 
and  the  effect  of  regulation  here,  as  with  wheat, 
has  been  to  elimmate  forward  trading,  or 
speculation.  A  situation  where  profits  are 
limited  without  any  protection  against  losses 
does  not  attract  traders.  The  immediate  effect 
is  favorable  to  consumers,  but  farmers  are 
claiming  that  if  competitive  buying  of  their 
products  is  eliminated,  minimum  prices  should 
be  established  throughout.  The  operations  of 
the  Food  Commissioner  are  being  constantly 
extended. 

The  winter  wheat  acreage  for  the  ensuing 
season  is  being  increased  over  the  entire  coun- 
try, and  if  weather  conditions  are  favorable  the 
largest  crop  of  wheat  ever  grown  should  be 
harvested  next  summer.  Mr.  Hoover  is  hoping 
for  a  billion  bushels.  The  government  guar- 
antees $2  per  bushel  to  the  grower,  and  in  view 
of  the  efforts  which  Great  Britain  is  making 
to  become  more  nearly  self-sustaining,  and  of 
the  stimulus  to  production  in  all  neutral  coun- 
tries, it  is  quite  possible  that  the  government 
may  have  to  take  a  loss.  If  it  does  the  money 
will  be  well  spent. 

The  Railways. 

The  Inter  State  Commerce  Commission  has 
taken  action  which  indicates  its  own  desire  to 
at  once  reopen  the  case  of  the  railways  in  their 
appeal  for  higher  rates.  In  its  decision  ren- 
dered on  June  27  last  the  Commission,  while 
granting  the  petition  in  part  only,  held  that  a 
conclusive  showing  had  not  been  made  for  the 
full  1 5  per  cent,  asked,  but,  that  it  would  permit 
a  further  presentation  of  the  case  later.  At  a 
preliminary  hearing  last  week  counsel  for  the 
eastern  roads  asked  that  a  re-hearing  upon  the 
merits  of  the  case  be  fixed  sixty  days  hence,  at 


which  time  the  roads  would  present  a  state- 
ment of  their  earnings  and  expenditures  during 
the  fall  months.  The  Commission,  instead  of 
simi)ly  granting  the  request  for  a  re-hearing 
at  that  time,  suggested  through  a  letter  by  its 
Secretary  that  if,  as  alleged,  earnings  were  in- 
adequate to  meet  increased  operating  expenses 
a  delay  of  sixty  days  in  beginning  the  hearing 
was  inadvisable,  and  asked  that  the  evidence 
be  submitted  at  once.  The  hearing  was  set 
accordingly,  for  November  5th. 

Although  the  final  action  of  the  Commission 
will  be  based  upon  evidence  yet  to  be  sub- 
mitted, the  facts  are  so  well  known  that  its 
proposal  to  advance  the  case  is  interpreted  as 
favorable  to  the  roads.  Unquestionably  public 
sentiment  has  been  growing  in  their  support, 
and  has  been  helped  by  the  spirit  they  have 
shown  in  consolidating  their  operating  re- 
sources to  secure  the  highest  possible  effici- 
ency. 

Electric  Power  on  the  C.  M.  &  St.  Paul 
Railway. 

In  the  September  number  of  this  Bulletin  we 
gave  a  sketch  of  the  development  of  the  steam 
engine  in  recent  years,  showing  the  gains  that 
have  been  achieved  in  efficiency  and  economy  of 
coal  consumption.  A  few  months  ago  we  gave  a 
statement  from  the  superintendent  of  motive 
power  of  the  Pennsylvania  Railroad  Company, 
showing  that  within  the  last  five  j'ears  that  com- 
pany has  practically  doubled  the  coal  efficiency 
of  its  locomotives,  at  an  increase  of  about  30  per 
cent,  in  capital  cost.  Pursuing  the  same  line  of 
inquiry,  to  the  substitution  of  hydro-electric 
(K)wer  for  steam  power  we  give  below  a  state- 
ment from  Vice-President  Goodnow,  of  the 
Chicago,  Milwaukee  &  St.  Paul  Railway  Com- 
pany, upon  the  results  of  electrical  propulsion 
over  its  Rocky  Mountain  division,  in  October, 
November  and  December,  1916,  as  compared 
with  steam  propulsion  in  tlie  corresponding 
months  of  1915. 

The  statement  does  not  go  into  comparative 
costs  in  dollars  and  cents,  which  would  lie  a  very 
complicated  calculation,  but  that  a  conclusion 
has  been  reached  favorable  to  electricity,  at  least 
under  similar  conditions,  is  evident  from  the  fact 
that  the  company  is  now  installing  electrical 
equipment  on  its  Cascade  division. 

The  facts  given  by  Mr.  Goodnow  show  that 
electricity  is  decidedly  superior  to  steam  in  oper- 
ating efficiency,  especially  in  cold  weather,  and 
if  the  use  of  electric  power  increases  the  capacity 
of  a  road,  enabling  more  trains  to  be  operated 
over  the  same  tracks,  of  course  that  fact  is  a  very 
important  element  in  the  total  cost  of  supplying 
transportation.  The  superintendent  of  the  Rockj' 
Mountain  division  has  expressed  the  opinion  that 
to  have  handled  the  traffic  in  the  winter  of  1916 
without  electricity,  double  tracking  would  have 
been  necessary. 


In  this  connection  it  may  be  added  that  an 
important  consideration  in  the  decision  of  tlie 
Pennsylvania  Railroad  Company  to  electrify  its 
suburban  service  between  Philadelphia  and  Paoli 
was  the  fact  that  it  could  tliereby  avoid  a  costly 
enlargement  of  its  Philadelphia  terminal. 

An  interesting  feature  of  electrical  propulsion 
is  the  fact  that  11.3  per  cent,  of  the  power  con- 
sumed during  the  months  under  review  was  gen- 
erated by  the  trains  themselves  on  the  down 
grades,  but  Mr.  Goodnow  says  that  this  regenera- 
tion is  reckoned  as  of  minor  importance  com- 


pared with  the  ease  and  safety  of  handling  the 
trains  on  grades,  and  the  lessened  wear  and  tear 
on  equipment.  Other  authorities  say  that  the 
most  valuable  feature  of  this  power  generation  is 
the  "dynamic  braking,"  or  the  holding  of  the 
train  at  a  uniform  speed  on  down  grades  without 
the  use  of  air  brakes.  Longer  and  heavier  trains 
and  greater  speed  are  possible  than  with  the  use 
of  air  brakes. 

The  summary  of  the  record  of  steam  and 
electric  operation  in  the  periods  under  comparison 
is  given  below : 


CHICAGO,  MILWAUKEE  &  ST.  PAUL  RAILWAY  CO. 

EiectrifiaUion  Department 

Data  on  Operation  Under  Steam  in  1915,  and  Under  Electricity  in  1916 


"Subdivision  Tr»in" — 0n!>  train  over  o.-.s  Subdivin'on:   riv-i'e  by  2  for  trains  over  entire  Division. 
*  "Ton-Mile*  i)er  Engine-Mile"  equals  tons  per  train  with  o.-ie  electric  engine  and  ihort  helper  service,  or  with  one  stMun 

longer  nelper  service.  ^  In  this  connection  consider  Item  1 7. 
Total  Regeneration  over  entire  Di\-ision,  month  o£  November,  equals  1 1 .3%  of  consumption  at  motors. 
Passenger  on  2%  grade,  January  21-27,  1917. — Regeneration  -  42.8%  of  consumption  at  motors. 

r  on  1 .66%  grade,  Jaanuy  21-27, 1917^— -Rcaenaistica  -  23.1%  ot  consumption  at  moton. 


Kocky  Mountain  Division 

October 

November 

Decemher 

Total 

Passenger 

Steam 

Electr. 

Steam 

Electr. 

Steam 

Electr. 

Steam 

Electr. 

Train  or  Train  Engine  Miles 

39.426 

4,738 

13 

3.043 

■  3,383 

171 

98.512 

60.666 

16.605 

42 

2,405 

535 

1.625 

6,094 

3.70 

Vitso 

247 

40.169 

7 

5.730 
1.217 
30.3 

125.522 
65.400 
7,022 
IS 
8,370 
-585 
1.920 
5.022 
2.40 
4.696 
37.4 

41.276 

7,966 

13 

3.183 

4.  ISO 
201 

93.228 

58.014 

20,422 

41 

2,270 

523 
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Statement  by  Vice-President  Qoodnow. 

Chicago,  August  31st,  1917. 
Tlie  National  City  Bank, 
New  York  City,  N.  Y. 
Gcmlcmen : — 

Referring  to  your  letter  of  August  6th,  1  attach  hereto 
B  blueprint  which  shows  you  the  approximate  tons  of 
coal  used  for  October,  November  and  December,  1916; 
item  N'o.  7  for  passenger  service  and  item  No.  20  gives 
the  same  information  for  through-freight  service.  The 
llgiires  do  not  include  coal  used  for  switching  or  work 
trains,  which  figures  I  have  not  conveniently  available. 
Item  No.  5  of  this  table  also  gives  the  kilowatt  hours 
used  for  passenger  service,  and  item  No.  18  gives  the 
same  information  for  through-freight  service. 

I  might  state,  however,  in  this  connection  that  the 
question  of  relative  cost  of  fuel  is  only  one  of  a  good 
nuiny  items  which  affect  the  question  of  relative  econo- 
mics under  steam  vs.  electric  operation,  as  I  believe  the 
following  will  indicate  to  you : 

In  the  first  place,  although  the  figures  shown  on  the 
blueprint  show  up  favorably  for  electrical  operation, 
they  can  by  no  means  be  considered  as  final,  inasmuch 
as  the  comparative  figures  for  steam  operation  represent 


tlie  results  of  many  years  of  effort  and  experience, 
while  the  figures  for  electricity  are  based  on  the  use  of 
apparatus  and  a  system  which  is  entirely  new  in  many 
respects,  and  at  the  time  the  figures  were  prepared,  on 
an  operating  experience  of  less  than  one  year.  The 
figures  arc  given  for  the  Rocky  Mountain  Division  only, 
as  they  have  not  been  compiled  in  a  similar  manner  for 
our  Missoula  Division. 

Harlowton  is  the  eastern  terminus  of  the  Rocky 
Mountain  Division,  and  is  the  station  where  electric 
operation  begins.  Deer  Lodge  is  the  western  terminus 
of  this  division,  while  Three  Forks,  located  about  mid- 
way between  the  two  above  named  points  was  formerly 
a  steam  engine  division  point.  Under  steam  operation, 
train  engines  were  changed  at  Deer  Lodge.  Three 
Forks  and  Harlowton.  Thus,  a  steam  locomotive  made 
about  113  continuous  miles.  At  the  end  of  that  run  it 
was  put  in  the  roundhouse  or  shop  to  have  it  cleaned, 
boilers  washed,  etc.,  and  for  any  liglit  repairs.  This 
necessitated  a  large  roundhouse  and  shop  force  at  each 
of  the  three  above  mentioned  points.  Freight  trains 
were  tied  up  in  the  yards  and  there  were  the  usual  other 
costly  and  vexatious  delays.  All  train  and  engine  crews 
changed  at  each  of  the  through  subdivision  points  men- 
tioned, except  passenger  train  crews  which  ran  from 
Deer  Lodge  through  to  Harlowton.    Under  steam,  the 


cabooses  and  many  of  the  engines  were  assigned  which 
of  course  made  it  necessary  to  take  the  caboose  from 
the  train  at  each  subdivision  point 

With  the  introduction  of  electricity  we  were  able  to 
double  what  I  may  call  llie  cruising  radius  of  our  loco- 
motives. As  far  as  the  railroad  is  concerned  we  have 
eliminated  Three  i-'orks  entirely.  All  locomotives  run 
the  entire  226  miles  from  Ueer  Lodge  through  to  Har- 
lowton  with  only  a  light  inspection  at  Three  Forks  of 
bearings  and  pantographs.  The  shop  and  roundhouse 
are  entirely  closed  down,  seven  or  eight  miles  of  tracks 
have  been  removed  and  the  comparatively  large  round- 
house force  previously  employed  has  been  replaced  by  a 
single  electrician.  All  locomotives  and  cabooses  are 
pooled,  the  men  being  given  suitable  locker  space  to 
store  their  lanterns,  flags,  tools,  etc.  Through  freight 
trains  do  not  leave  the  main  track  and  often  are  not 
twitched  at  alL  At  Harlowton  the  engine  is  given  a 
rough  inspection  and  any  light  repairs  made  that  are 
necessary.  Detailed  inspection  and  maintenance  work 
is  done  at  Deer  Lodge. 

The  same  change  in  operation  as  referred  to  above 
has  been  effected  on  the  Missoula  Division,  Avery  to 
Deer  Lodge ;  in  this  case  Alberton  being  the  steam  en- 
gine division  point  eliminated. 

The  blueprint  being  sent  you  also  shows  for  the  Rocky 
Mountain  Division  a  comparison  of  locomotive  per- 
formance for  October,  November  and  December,  under 
steam  operation  in  1915,  and  electric  operation  in  1916. 
It  should  be  understood  that  the  figures  given,  while 
suflicicntly  correct  for  comparative  purposes,  as  they 
are  taken  from  the  same  report  forms,  are  not  to  be 
considered  as  strictly  accurate  when  considered  indi- 
vidually, the  forms  being  those  from  which  the  data 
could  most  conveniently  be  obtained. 

Item  No.  2  on  the  blueprint  shows  that  helper  engine 
miles  increased  under  steam  as  the  temperature  de- 
creased, this  being  due  to  the  difficulty  of  "steaming" 
the  locomotives  during  extremely  cold  weather  and 
making  it  necessary  to  operate  helper  engines  in  connec- 
tion with  passenger  trains,  over  long  distances.  This 
helper  service  for  passenger  trains,  with  its  extra  crew 
cost,  switching  delays,  etc.,  has  been  eliminated  under 
electricity. 

By  reference  to  item  No.  3  on  the  print,  showing  the 
relative  number  of  engines  required  for  electric  vs. 
steam  operation,  you  will  note  that  less  than  half  as 
many  electric  locomotives  are  required  compared  with 
steam  engines,  for  the  same  service. 

Item  No.  9  under  freight  data,  "Thousands  of  Ton 
Miles"  shows  an  average  increase  during  the  months 
of  electric  operation  of  28.8  per  cent,  over  that  of 
steam.  For  November  the  increase  was  40  per  cent. 
In  tliis  connection  the  superintendent  of  the  division  has 
stated  that  to  handle  the  1916  business,  either  electrifica- 
tion, or  with  steam, — double  tracking,  was  necessary. 
The  latter  would  of  course,  have  required  extra  motive 
power.  Possibly  the  superintendent  did  not  intend  his 
Btatcmcnt  should  be  taken  literally,  but  in  any  event  it 
is  reasonable  to  assume  that  under  the  business  condi- 
tions which  existed  during  the  period  under  considera- 
tion, and  the  resulting  congestion,  the  steam  figures 
would  be,  for  steam,  too  favorable. 

Item  No.  11  indicates  that  under  freight  service  and 
for  the  same  ton  miles,  there  would  be  over  three  times 
as  mnny  helper  engine  miles  under  steam  as  under  elec- 
tricity, the  cause  for  this  being  due  largely  to  the  same 
conditions  as  applied  under  passenger  service. 

Using  the  figures  as  they  stand,  we  find  from  item 
No.  13,  "Thousands  of  Ton  Miles  per  Engine,"  that  the 
electric  engine  handfcs  about  3yi  times  as  many  ton 
miles  i>er  month  as  the  steam  eneinc,  and  from  item 
No.  17,  "Minutes  per  Thousand  Ton  Miles,"  that  the 
electric  engine  cuts  from  the  time  to  do  a  given  busi- 
ness. 30  per  cent.,  partly  by  faster  running  and  partly 
by  heavier  trains. 

Item  No.  15,  "Ton  Miles  per  Train  Mile,"  is  about  the 
same  as  tons  per  train,  and  22  per  cent,  greater  for 
electricity  than  steam. 


A*  to  the  effects  of  regeneration  on  the  power  con- 
sumption, it  will  be  noted  that  for  the  month  of  Novem- 
ber, the  amount  of  regenerated  power  measured  at  the 
locomotives  was  11.3  per  cent,  of  the  total  power  con- 
sumed at  the  motors.  I  may  say,  however,  that  the 
power  saving  features  of  regeneration  is  not  considered 
so  important  by  us  as  the  increased  safety  and  ease 
witli  which  trains  are  handled  on  the  heavy  niountaui 
grades  and  the  saving  in  wear  and  tear  on  brake  shoes 
and  equipment. 

Truly  yours, 

C.  A.  GooDNOW,  Vice-Pnsidciit. 

Norfolk  and  Western  Railway. 

The  Norfolk  &  Western  Railway  has  lieen 
operating  for  over  a  year  with  electric  power 
over  29  miles  of  heavy  grades  upon  its  Poco- 
hontas  division,  which  includes  tlie  passage  over 
the  Allegheny  Mountains.  It  has  a  heavy  coal 
movement  to  handle.  The  company  has  made  a 
statement  about  its  experience  with  electric  pro- 
pulsion, from  which  we  take  the  following: 

"In  the  development  of  this  business  the  company  has 
taken  advantage  of  all  modern  methods  in  steam  trac- 
tion, in  respect  to  the  use  of  maximum  weight  trains 
and  the  most  powerful  type  of  locomotives,  and  has 
thus  reduced  the  movements  over  the  division  to  a 
minimum.  But  it  was  found  that  track  capacity  was 
frequently  reached  in  normal  service  and  that  growth 
of  business  could  be  cared  for  only  by  very  expensive 
pliysical  reconstruction.  Careful  study  of  the  possibili- 
ties and  economy  of  electric  traction  for  these  special 
conditions  resulted  in  the  conclusion  that  it  would  be 
practicable  to  increase  the  train  speed  greatly  and  that 
this,  together  with  the  elimination  of  delays  occasioned 
by  coaling  and  watering  of  steam  locomotives,  would 
enable  a  greatly  increased  tonnage  to  be  handled  at  a 
reduction  in  operating  cost  which  would  return  a  sub- 
stantial profit  above  interest  and  depreciation  charges 
on  the  electric  equipment,  thus  postponing  the  necessitj- 
for  new  trackage  and  other  additions  which  would  not 
directly  reduce  operating  costs. 

"...  Twelve  electric  locomotives  have  been  provided 
for  the  service,  replacing  thirty-four  Mallet  steam  loco- 
motives. Each  electric  locomotive  consists  of  two  units 
weighing  135  tons,  giving  a  total  weight  of  270  tons  for 
the  complete  locomotive. 

"Electric  operation  has  been  in  service  too  .short  a 
time  to  give  data  as  to  performance,  but  it  may  be  said 
that  the  estimates  of  increased  capacity  to  be  obtained  ■ 
from  this  equipment  have  been  fully  met  and  that  an 
unusually  hea\'y  tonnage  has  already  been  handled  with- 
out congestion.  The  movement  of  the  heavy  tonnage 
trains  by  electricity  has  been  effected  with  ease  and 
smoothness;  the  trains  accelerate  promptly  and  without 
shock  or  jerk  on  the  heavy  grades,  and  it  has  been 
found  that  the  full  trains  can  be  smoothly  controlled 
by  one  head  engine  on  the  2.5  per  cent,  down  grade  by 
electric  braking  alone  and  at  a  uniform  speed  slightly 
above  that  of  the  regular  running  speed.  The  accelera- 
tion of  one  of  these  heavy  trains  is  impressive  as  re- 
gards the  amount  of  power  required.  Preliminary  tests 
indicate  that  getting  a  train  in  motion  up  the  grade  re- 
quires as  much  as  11,000  electrical  horse-power  and 
that  running  at  uniform  speed  up  the  grade  requires 
8,000  electrical  horse-power  to  be  delivered  to  the  train. 
It  is  believed  that  no  such  amount  of  power  has  ever 
before  been  developed  on  a  single  train,  either  steam  or 
electric,  in  regular  service." 

Superiority  of  the  Electric  Locomotive. 

Mr.  F.  H.  Shepard,  director  of  heavy  traction, 
Westinghouse  Electric  and  Manufacturing  Com- 
pany, in  a  recent  number  of  the  Electric  Journal 
says: 


"The  recent  noteworthy  development  of  the  steam 
locomotive  has  been  accompanied  by  its  greater  com- 
plication as  a  machine,  so  that  the  cost  of  maintenance, 
as  well  as  the  necessity  for  skilled  labor  in  its  upkeep, 
has  been  in  many  cases  a  serious  problem  which  has 
been  conspici'.ously  emphasized  during  the  year.  The 
greater  simplicity  and  ruggedness  of  construction  of  the 
electric  locomotive  provide  a  very  great  freedom  from 
this  handicap.  It  is  interesting  to  note  that  in  any 
adoption  of  electric  power  for  railroad  service,  com- 
mencing with  each  initial  operation,  there  has  been  a 
disthict  and  progressive  advantage  in  reliability  of  oper- 
ation, as  compared  with  steam.  The  electric  locomotive 
of  to-day,  in  its  ability  to  handle  the  heaviest  trains  in 
congested  service,  to  make  long  sustained  runs  and  to 
remain  continuously  in  service,  has  demonstrated  its 
unquestionable  superiority  over  any  method  of  steam 
operation." 

Conservation  of  Coal. 


The  conservation  of  our  coal  supplies  is  a  sub- 
ject of  national  interest.  We  owe  it  to  succeed- 
ing generations  not  to  consume  coal  unneces- 
sarily. Moreover  the  fluctuations  in  consumption 
are  so  great  that  it  is  impossible  to  closely  adapt 
the  supply  to  the  demand,  as  witness  the  shortage 
of  coal  at  the  present  time,  and  the  freqeunt  in- 
tervals of  idleness  in  the  mining  districts  in  the 
past.  Mr.  Shepard,  in  the  article  referred  to, 
calls  attention  to  the  fact  that  one-fourth  of  the 
coal  mined  is  consumed  by  the  railways,  and  that 
the  movement  of  this  alone  forms  a  very  con- 
siderable part  of  the  traffic  demands  on  the  rail- 
ways. To  the  extent  that  hydro-electric  power 
is  substituted  this  consumption  of  coal  and  de- 
mand on  transportation  facilities  will  disappear.- 
Unfortunately,  although  there  are  40,000.000  to 
50,000,000  horse-power  of  possible  but  unused 
water  power  in  the  country,  most  of  it  is  under 
the  jurisdiction  of  tlie  Federal  government,  and 
tied  up  so  tight  that  practically  no  new  develop- 
ment is  being  made.  The  running  waters,  which 
will  flow  forever  are  closely  guarded,  in  the  name 
of  conservation,  while  the  coal  supplies  are  de- 
pleted. 

But  even  where  coal  is  used  to  generate  elec- 
tricity in  large  stationary  units,  one  pound  of 
coal  will  produce  as  much  power  as  two  pounds 
burned  under  a  locomotive  boiler. 

Prof.  Robert  M.  Anderson,  of  Stevens  Insti- 
tute of  Technolog)',  in  tlie  article  written  for 
this  Bulletin  a  few  months  ago,  made  a  surprising 
statement  showing  that  more  than  one-half  of  all 
the  power  used  in  the  industries  of  this  country 
is  now  electrically  applied.  Mr.  F.  H.  .Sniffin,  in 
the  October  number  of  the  Electric  Journal. 
makes  the  even  more  surprising  statement  that 
during  the  years  1917  and  1918  power  units  will 
be  installed  in  the  United  States  aggregating  in 
capacity  60  per  cent,  of  the  total  steam  generating 
capacity  operating  at  the  beginning  of  1916.  He 
adds : 

"While  this  indicates  a  tremendou.<i  increase  in  the 
country's  power  demand,  it  involves,  also,  a  very  large 
transformation  in  the  methods  of  generating  power,  for 
many  small  plants  will  be  shut  down,  the  power  being 
takpn  from  central  stations,  who  themselves  have  in- 
creased their  units  to  several  times  their  former  sizes, 


effecting  thereby  a  great  reduction  in  the  cost  of  power. 
It  is  not  at  all  unlikely  that  this  transformation  pro- 
cess will  bring  the  fuel  consumption  of  the  country  per 
unit  of  power  consumed  to  one-half  of  what  it  was  five 
years  ago,  inasmuch  as  it  involves  the  discontinuance  of 
uneconomical  plants,  and  brings  the  central  station  fully 
into  its  proper  economic  function  as  a  central  source  of 
supply,  enabling  it  to  operate  profitably  the  largest  and 
most  modern  types  of  generating  apparatus." 

Qains  by  Consolidating  Power  Production. 

Mr.  Samuel  Insull,  head  of  the  Commonwealth 
Edison  Company,  Chicago,  has  been  a  leader  in 
demonstrating  the  superior  efficiency  of  large 
generating  units  and  the  gains  that  may  be  ac- 
complished by  supplying  the  diversified  demands 
of  a  community  from  a  central  source,  instead  of 
by  numerous  small  units.  As  long  ago  as  1911, 
Mr.  Insull,  in  an  address  to  the  Commercial  Club 
of  Chicago  stated  that  to  generate  the  amount  of 
power  the  Commonwealth-Edison  Company  was 
then  distributing,  by  the  methods  of  ten  years 
before,  would  require  1,500,000  tons  of  coal  per 
annum  more  than  it  was  using. 

Mr.  Insull  says  that  power  for  the  railways 
should  be  supplied  by  electric  generating  stations 
also  supplying  the  industries  along  their  lines, 
and  that  a  reduction  of  cost  will  thus  be  accom- 
plished for  all  purposes.  The  practice  of  a  sepa- 
rate power  plant  for  every  manufacturing  estab- 
lishment and  for  each  railway  train  is  uneco- 
nomical, and  behind  the  times.  The  factor  of 
diversity,  alone,  or,  in  other  words,  the  fact  that 
all  consumers  do  not  make  their  maximum  de- 
mands at  the  same  time,  is  enough  to  produce 
great  savings  in  capital  investment,  and  in  oper- 
ating costs  by  consolidating  their  demands.  Fur- 
thermore, by  using  electric  power  it  is  possible  in 
many  instances  to  have  the  steam  generating 
stations  located  at  the  mines,  thus  relieving  the 
railways  of  coal  traffic.  Discussing  the  applica 
tion  of  electricity  to  the  railways,  before  the  v.ar, 
Mr.  Insull  said: 

"According  to  the  reports  of  the  State  Railway  and 
Warehouse  Commission,  the  coal  consumption  at  the 
present  time  by  the  steam  railroads  of  the  St.ite  of 
Illinois  is  11,620.000  tons.  If  the  transportation  business 
were  operated  electrically,  assuming  the  coal  consump- 
tion was  three  pounds  per  kilowatt-hour,  there  would  be 
a  saving  of  7,500,000  tons  of  coal,  or  about  15  per  cent, 
of  the  total  coal  production  of  the  State  of  Illinois.* 
I  do  not  know  of  any  greater  example  of  possible  con- 
servation of  the  resources  of  this  great  State  than  the 
eradual  electrification  of  the  steam  railroads  of  the 
State." 

As  far  back  as  1910,  the  President  of  the 
British  Institution  of  Electrical  Engineers,  pro- 
posed a  scheme  for  dividing  England  into  dis- 
tricts for  consolidated  production  and  distribution 
of  power  and  estimated  that  the  plan  would  ac- 
complish a  saving  of  from  80,000,000  to  100,- 
000.000  tons  of  coal  per  annum.  It  is  more  than 
probable  that  this  plan  will  be  taken  up  in  Eng- 
land, under  public  authority,  after  the  war. 

•  Turbines  of  30,000  kiiownlt  capacity  arc  now  producing  at 
the  rate  nf  1.5  lbs.  of  coal  to  a  kilowatt  hour,  and  turbines  of 
70,000  kilowatt  capacity  are  under  construction,  from  which 
•till  better  resulta  are  expected. 


This  theory  is  approved  and  endorsed  by 
Thomas  A.  Edison,  who  has  said  that  it  will  not 
be  many  years  before  the  public  will  hardly  know 
what  coal  is.  "Its  use,"  he  says,  "will  be  segre- 
gated in  vast  power  houses,  and  to  the  ordinary 
individual  it  will  become  a  curiosity ;  as  all  users 
will  obtain  their  light,  power  and  heat  from  elec- 
trical distribution  stations." 

Mr.  Insult,  urging  the  concentration  of  power 
production  in  tliis  country  has  recently  said: 

"It  is  a  policy  that  is  worthy  of  the  greatest  engineers 
and  worthy  of  the  thought  of  the  greatest  financiers  in 
this  country.  It  is  a  conservation  of  the  truest  order. 
If  the  same  policy  is  carried  out  throughout  the  United 
States,  the  conservation  of  fuel  will  be  something  tre- 
mendous and  the  conservation  of  labor  will  be  some- 
thing tremendous.  The  letting  loose  of  capital  that  can 
be  used  in  other  directions  will  stimulate  business. 

"There  is  no  greater  problem  in  the  industrial  world 
to-day,  no  problem  that  presents  greater  opportunities 
for  the  engineers  to  achieve  distinction,  no  problem  that 
presents  greater  opportunities  for  the  financier  to 
achieve  distinction  and  profit,  than  the  proper  method 
of  producing  energy  and  distributing  if  in  a  given  area; 
and  involved  in  that  question  is  the  solution  of  the  pro- 
viding of  money  for  that  portion  of  the  electrilication 
of  steam  railroads  that  ends  when  the  energy  is  put 
into  the  track." 

Conserving  Capital  and  Labor. 

There  are  several  reasons  why  this  subject  is 
especially  pertinent  and  interesting  at  this  time. 
One  is  that  the  world  needs  new  industrial  econo- 
mies to  help  make  good  the  loss  of  capital  and 
labor  in  the  war.  There  are  people  who  will  be 
alarmed  at  the  idea  of  having  the  railways  lose 
the  revenue-producing  coal  traffic,  and  at  the 
suggestion  of  a  revival  of  water  transpor- 
tation, just  as  there  are  labor  leaders  who  see 
nothing  but  injury  to  the  wage-earning  class  in 
every  new  labor-saving  method,  but  there  is  hope 
that  the  experience  of  the  war  will  clear  away 
many  of  these  misapprehensions,  and  enable  all 
to  see  how  the  common  interest  is  served  by  in- 
dustrial progress.  If  the  war  should  teach  this 
lesson  so  effectively  that  everybody  would  really 
comprehend  it,  the  losses  during  the  war  would 
be  a  bagatelle  compared  with  the  gains  that 
would  be  realized.  It  is  an  historic  fact  that  the 
development  of  the  stenm  engine  enabled  Eng- 
land to  stand  the  cost  of  the  wars  with  Napoleon 
and  speedily  enjoy  a  more  widespread  prosperity 
than  the  country  had  ever  known  before,  and 
there  is  good  reason  to  believe  that  electricity 
can  do  now  what  steam  did  then. 

The  gains  by  the  development  of  electric  power 
are  typical  of  what  may  be  accomplished  in  all 
branches  of  industry,  and  would  be  rapidly  ac- 
complished if  popular  thought  could  be  centered 
upon  the  development  of  industry,  rather  than 
upon  controversies  over  the  division  of  the 
product. 

The  vital  problem  is  not  how  to  divide  up  the 
production  of  to-day  for  consumption  to-day,  but 
how  to  use  the  output  of  to-day  to  increase  the 
production  of  to-morrow.  That  is  the  purpose  to 
which  all  capital  accumulations  are  put,  whether 


they  come  from  individual  savings,  accom- 
plished by  self-denial,  or  from  profits  in  business. 
Everybody  has  a  good  word  to  say  for  savings, 
but  profits,  and  especially  large  profits,  are  under 
suspicion.  As  a  rule,  however,  both  savings  and 
profits  have  a  common  origin,  in  good  manage- 
ment, and  large  profits  usually  represent  savings 
accomplished  by  improvements  and  enterprise  in 
industry.  The  aggregate  profits  of  the  Ford 
Motor  Car  Company  are  greater  than  of  any 
other  motor  car  company,  but  the  profits  on  each 
car  are  less  than  with  other  companies,  and  that 
is  typical  of  modem  bu.siness.  When  savings 
and  profits  become  capital  they  are  indistinguish- 
able, for  they  serve  the  same  uses.  One  method 
of  accumulation  may  be  said  to  be  passive  and 
the  otlier  active,  or  one  negative  and  the  other 
positive.  Personal  saving  by  self-denial  is  to  be 
commended,  but  something  more  than  the  instinct 
to  hoard  or  the  resolution  to  practice  self-denial 
was  required  to  develop  the  steam  engine  and  the 
electric  locomotive. 

How  will  the  electrification  of  industry  and 
transportation  be  most  speedily  brought  about? 
Is  tliis  progress  to  be  accomplished  by  break- 
ing down  the  industrial  organization  of  to-day, 
or  by  withdrawing  the  incentives  which  stimu- 
late individual  ambition  and  effort?  Will  indus- 
trial progress  be  more  rapid  under  such  a  state  of 
affairs  as  exists  in  Russia,  or  by  turning  control 
in  this  country  over  to  such  organizations  as  the 
I.  W.  W.  ?  A  higher  degree  of  organization  and 
co-operation  is  wanted  in  our  industrial  system; 
a  way  must  be  found  to  offer  greater  incentives 
to  the  wage-earners,  to  increase  their  interest  in 
production,  but  there  is  danger  that  arbitrary 
efforts  to  direct  and  regulate  industry  through 
political  authority  will  have  the  effect  of  stifling 
individual  enterprise  and  putting  a  brake  upon 
progress. 

Railwfiy  Electrification  After  the  War. 

The  possibilities  of  railway  electrification 
are  especially  interesting  at  this  time,  because 
they  suggest  a  vast  field  open  for  con.struction 
work  in  this  country  and  throughout  the 
world,  as  soon  as  capital  and  labor  can  be  had 
for  it.  There  is  naturally  a  feeling  of  uncer- 
tainty and  apprehension  as  to  industrial  con- 
ditions after  the  war.  The  demand  for  war 
materials  will  fall  off,  the  supply  of  labor  on 
the  market  will  be  greatly  increased,  and  it  is 
a  question  whether  all  of  this  labor  can  be 
l)romptly  placed  in  employment.  It  will  be 
the  most  stupendous  reorganization  of  in- 
dustry ever  known,  and  it  is  going  to  be  a 
great  social  problem  to  accomplish  this  change 
without  confusion,  loss  of  confidence,  and  a 
period  of  stagnation.  It  is  important  that 
plans  be  laid  on  a  large  scale  to  take  up  the 
slack-,  and  other  countries  are  laying  them. 
In  this  country,  ready  at  hand,  is  the  task  of 
equipping  the  railroads,  and  other  industries 
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■where  practicable,  to  operate  by  electric 
power.  The  undertaking  would  involve  an 
enormous  amount  of  work  and  of  many  kinds. 
Hydro-electric  plants  would  require  in  con- 
struction a  great  amount  of  labor,  cement, 
steel,  and  heavy  machinery.  The  demand  for 
copper  would  take  the  place  of  the  war  de- 
mand for  that  metal,  and  keep  the  copper  mines 
busy.  The  demand  for  electrical  equipment  of 
all  kinds,  including  locomotives,  would  be  very 
great,  for  the  enlargement  of  the  facilities  for 
supplying  electric  power  would  cause  elec- 
tricity to  be  more  generally  adopted  for  all  the 
industries.  The  amount  of  work  in  sight,  if 
a  general  scheme  of  electrification  was  under- 
taken, would  be  sufficient  to  relieve  the  busi- 
ness community  of  its  fears  as  to  idleness  and 
poor  trade  for  some  years  to  come,  and  would 
thus  encourage  other  enterprises  to  go  ahead. 


The  danger  will  be  in  a  pervasive  feeling  of 
uncertainty,  causing  men  to  wait  with  their 
own  plans  until  they  can  discern  the  general 
trend,  and  waiting  of  itself  slows  down  busi- 
ness. Large  plans  for  the  employment  of  la- 
bor which  can  be  brought  definitely  forward  at 
the  critical  time  will  serve  to  inspire  confidence 
and  support  the  whole  situation. 

The  strength  of  the  proposal  is  in  the  great 
amount  of  work  of  a  semi-public  character 
which  it  is  possible  to  have  done,  and  which 
would  not  only  tide  the  country  over  the  period 
of  industrial  uncertainty,  but  serve  to  put  the 
country's  industries  upon  a  more  economical 
basis  permanently.  Any  reduction  in  the  cost 
of  power  will  strengthen  the  country's  position 
in  the  competitive  situation  after  the  war. 
Every  saving  of  this  character  will  lessen  the 
necessity  for  wage  reductions  after  the  war. 
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STATEMENT  OF  RESOURCES  AND  LUBILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  OCTOBER  26,  1917. 
(In  Thousands  of  Dollars) 


KCSOTJBCESS 

OoM  coin  and  certificates 
in  vaQlt 

Boston 

27.546 

22.047 

3.675 

N.Y. 

281.218 
36,496 
18.112 

Phila. 

17.623 

38.043 

3.675 

Clev'd 

2i.e7 

52358 
4.725 

Ricb'd 

6.219 

30394 

1.837 

AUanU 

6,175 
3359 
1.575 

Chicago 

35370 

72342 

7.350 

SL  Louis 

4,772 

21,158 

2.100 

H'npl-s 

17,878 
5370 
2.100 

KaaCity 

5.448 

38,480 

2.625_ 

46.553 

30,620 
u!7 

Dallas 

12,225 

15,679 

1.838 

29.742 

26303 
Si8 

S-Fr-sco 

25,082 

27.231 

2888 

Tota] 

461,113 

OoM  Settlement  Fund 

tiOiJ  witti  toreitfn  iigencies 

363,%7 
52.500 

Total  cold  held  by  banks 
Gold  with  Keaeral  Reserve 

53.268 

35.371 
1000 

335326 

187,224 
5000 

S9341 

48.220 
9  0 

78,750 

47,715 
12 

38.450 

28.729 

715 

673M 
157 

11309 

40358 
540 

52^07 
248 

115,462 

81372 
391_ 

197325 
1316 

28,030 

27,075 
768 

25348 

35.625 
393 

55,201 

26380 
30 

877.580 
614,692 

Gold  KedempUon  Fund. . . 

1I.1C4 

Total  Kold  reserves.. 

Lesal  tender  notes.  Silver, 

etc 

89,639 
4  037 

528,050 
40^76 

108311 
760 

126,477 
352 

55373 
613 

61366 
322 

61.688 
9331 
1787 

77.690 
45 

77.735 

23  764 

1.237 

25,001 
8353 
2310 

56.893 
493 

81311 
387 

1303,436 
49,506 

Total  Reserves 

Bills  disi'Ounled,  Members 
Bills  bo  uichtinopenmark't 

93.676 

10.673 

J4.046^ 

34.919 

610 

2,686 

568  J26 

213.624 

83,E64 

302,188 
2.428 
16.074 

109.271 
10.242 
13357 

23399 

550 

3.128 
10 

126,829 
9398 
18,101 

68.051 
11320 
5.731 

52,455 
11.526 

2.775 

199,041 

52,173 

7,715 

56.486 

21.719 

2428 

57,386 
9,450 
7,847 

17397 

3372 

2352 
46 

81,998 
13.574 

4.002 

1.552.912 

397,0:4 

177.500 

Total  hills  on  hand.. 
U.  S.  Governm't  Ions-term 
securities 

27.699 

7.947 

3.693 
12 

17351 
1.296 
2,364 

14301 
893 

8,945 

1S5 

24391 

1.114 

19366 

59388 

•21,007 

4348 

24,147 
2333 
1.793 

11318 

1360 

3337 
10 

17.576 
2319 
54346 

c  574,634 

54,166 

55376 
233 

U.S.  Go  vet  nni't  short-term 

securities 

Municipal  Warrants. 

Totnl  Earn  ins  Assets 
Due  fr.  olhef  F.  I(.  Uks.  net 
Uncollected  Items 

38,215 
3,111 
18,^98 

320,688 
55,216 

27.287 
6.497 
32385 

39351 
11,269 
18,199 

20.711 
2.036 
17393 

85343 
37.151 

28.173 
6002 
19373 

15325 
2.512 
10317 

36.061 
3695 
17.551 

23,567 
2  233 
15,629 

21.611 
6.393 
193  9 

034,959 
b  6.896 
281.677 

Total  deduction  from 

eroas  deposits  

EK  redemption  fund  asainst 
F.  K.  bank  notes 

21,709 

55.216 

39.382 

29,468 

19,929 

20380 
100 

37.151 

25375 
345 

12329 
524 

21346 
400 

17392 

137 
122 

25.794 
63 

238,573 

537 
ISoJ 

All  other  resources 

TOTAL  RESOURCES 

153.600 

9M.230 

175.940 

195,648 

108  691 

97.229 

322.035 

111379 

90.666 

135.445 

99,104 

132.696 

2,5283ffi 

LXABir-ITIES 

Capital  raid  in 

5.467 
74,592 
U.243 

15.236 
15.591 

528.035 

25.287 
32.537 
36.426 

5.273 
8313 

73.634 
28393 

6.460 
15,157 

98,754 

290 
13,7^9 

3.477 
8,5.\5 

40,799 
12331 

2.595 
5366 

32326 

100 
10,8!>5 

8.048 
17345 

156361 

5  749 

19  WS 

1372 

3  305 
9388 

46337 

7 
123C0 

2  579 
5.U13 

39387 

?9 
43U9 

3.372 
10,746 

67,612 

2 
10362 

2.783 
8.748 

38354 
6,105 

4  034 
14.196 

66,742 

3.761 
9.403 

62,629 
132321 

1,264323 

35,3.'?5 
174.492 

Government  Deposits 

Due  to  members-reserve 
account 

Due  to  nonmember  banks 

'"olleclion  Items. 

Due  to  other  F.  U.  Uk's  net 

Total  Gross  Deposits 

F.  K.  Notes  in  actual  circu- 
lation  

99,633 
47.932 

543 

153.6C0 

637376 
288.738 

2J20 

110,640 
59313 

414 

128310 
60398 

180 

62.165 
42396 

153 

49,087 
45347 

201.762 
112444 

81 

69,192 
38382 

48348 
39339 

83322 

34,583 

8,000 

168 

53,707 
42,614 

94,102 
34.560 

1,606,371 

a)847,506 

8,000 

3.859 

F.  It.  Bank  Notes  In  clrcu- 
lutlnn.  net  liability 

All  other  l.iahilitics  Incl. 
Forciun  Govem't  credits 

TOTAL  LIABILrriES 

9M.230 

175  940 

195.648 

108.691 

97.229 

322.035 

111.079 

90.666 

135.445 

99.104 

132.606 

3.5283CS 

(a) 
(b) 

(c) 


Total  Reserve  notes  in  circulation.  847.506. 

Difference  bctwe<  n  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks,  6,896:  The  Gold  Reserve  aarainst 

net  deposit  Liabilities  Is  £6.5*;  Gold  and  lawful  money  reserve  atiainst  net  deposit  liabilities  70.3».      Gold  Keserve  auainst  Federal 

Keserve  Notes  in  actual  circulation,  73.M. 

Bills  discounted  and  bouEht :  municipal  warrants :  1—15  days  344,190 ;  16-30  days  51,S£0 ;  31-60  days  101,536 ;  61-90  days  75,237 ;  over 

90  days  2,015.    Total  574,917. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"City  BanK  Service.** 


Of  Interest  To  Every  Investor 

THE  aim  of  The  National  City  Company  is  to  place  in 
the  hands  of  investors  sound  securities  which  will  return 
satisfactory  income. 

We  buy  and  sell  United  States  Government,  foreign  govern- 
ment, railroad,  municipal,  public  utility,  industrial  bonds  and 
short-term  notes.     We  also  deal  in  acceptances. 

A  complete  organization  of  specialists,  who  keep  in  touch 
with  the  influences  bearing  upon  the  different  branches  of  the 
investment  business,  is  maintained  in  each  of  these  departments. 
Each  department  devotes  its  entire  time  and  energy  to  one  par- 
ticular class  of  security.  The  expert  knowledge,  experience  and 
information  offered  by  such  an  organization  provides  a  service  of 
the  highest  quality  to  the  investor. 

That  the  facilities  of  the  Company  may  be  available  through- 
out the  Country  twenty-three  correspondent  offices  have  already 
been  established  in  large  investment  centers.  Wc  invite  inquiries 
from  institutional  and  individual  investors,  either  in  person  or  by 
correspondence. 

With  the  many  new  problems  confronting  the  investor  at  this 
time,  the  services  of  this  organization  should  be  of  special  value. 

Tht  Nfvemier  lia  B-61  ivill  be  fonwarJed  upon  regiusl. 


The  National  City  Company 

National  City  Bank  Building.  New  York 


PHILADKLrniA,  Pa. 

1421  Chestnut  .St. 

PlTTSBUKOH,  Pa. 

Farmer*  Bank  BIdg. 

WilkesDarie,  Pa. 
Miners  Dank  Bldg. 

Kansas  City,  Mo. 

Kepublic  Bide 

DtKVU,  Colo. 

First  Natl.  Bank  Bldg. 

ATUutTA,  Ga.  Tniat  Co. 


CORRESPOND£NT  OFFICES 


Boston,  Mais. 
10  State  .Street 

Albany,  N.  Y. 
Ten  Eyck  Bldg. 
Baltimose,  Mo. 

Munsey  Bldg. 

Bt-rFALO,  N.  Y. 
Marine  Bank  Bldg. 

Seattle,  Wash. 
Hoge  Bldg. 

of  Georgia  Bldg. 


Chicago,  III. 

137  So.  La  Salle  St. 

LosDON,  Emo. 

36,  Bisliopsgate,  E.  C.  2 

Cleveland,  Ohio 

Guardian  Bldg. 

St.  Louis,  Mo. 
Bank  ot  Commerce  Bldg. 

Portland,  Osk. 
Railway  Exchange  Bldg. 


.San  Francisco,  Cal. 

424  California  St 

Los  Angeles,  Cal. 

Hibernian  Bldg. 

Detroit,  Mich. 
Dime  Bank  Bldg. 

Washington,  D.  C. 
741.15lh  St.  N.  W. 

MiNNF.AroLis,  Minn, 
McKnight  Bldg. 


New  0«lsaiis,La.,  303  Baronne  St. 
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An  Eventful  Month. 

THE  past  month  has  been  full  of 
events  of  great  importance  in  the 
war  and  in  our  relations  to  the 
war.  The  first  casualty  list  was 
received  from  American  troops  in 
the  trenches,  bringing  home  the  reality  of  war 
as  nothing  else  can.  Conditions  in  Russia  have 
become  more  chaotic,  with  the  Kerensky  gov- 
ernment overthrown  and  the  country  apparently 
facing  civil  war.  The  disaster  to  the  Italian 
armies  is  a  serious  disappointment  to  those  who 
were  hoping  for  an  early  peace.  It  will  not 
alter  the  general  purposes  of  the  western  Allies, 
but  it  may  strengthen  the  position  of  the  military 
party  in  Germany  and  thus  prolong  the  war.  The 
overwhelming  attack  upon  Italy  was  made  pos- 
sible by  the  cessation  of  operations  on  the  Rus- 
sian front.  On  the  western  front  the  events  of  the 
month  were  favorable  to  the  British  and  French 
troops,  and  the  general  situation  was  improved 
by  a  formal  declaration  of  war  against  Germany 
on  the  part  of  Brazil.  Notwithstanding  the  con- 
fidence that  the  German  people  may  have  in  their 
military  strength,  there  is  much  evidence  that  the 
commercial  classes  are  gravely  apprehensive  that 
the  antagonisms  arising  from  the  war  will  seri- 
ously afiect  the  trade  relations  of  the  country 
when  peace  is  restored.  The  longer  the  war  is 
continued  and  the  more  belligerents  are  drawn 
actively  into  it,  the  more  serious  these  after- 
eflfects  will  be.  The  interest  of  Germany  in  the 
recovery  of  its  foreign  trade  is  shown  by  the 
recent  action  of  the  Reichstag  in  passing  an  im- 
mense grant  of  aid  to  the  German  steamship 
companies  to  enable  them  to  buy  and  build  ships 
rapidly  as  soon  as  peace  is  established.     Ships 
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alone  cannot  command  foreign  trade.  Every 
year  that  the  war  continues  will  make  it  more 
difficult  for  Germany  to  recover  the  trade  po- 
sition she  formerly  held.  She  cannot  recover  it 
by  force.  Her  shipping  grant  will  be  useless  un- 
less she  intends  to  make  peace  upon  terms  that 
will  convince  the  world  that  her  military  am- 
bitions are  abandoned,  and  that  the  spread  of 
German  influence  is  not  a  menace  to  all  other 
nations. 

Second  Liberty  Loan. 

The  total  of  subscriptions  to  the  Second  Lib- 
erty Loan  in  each  Federal  Reserve  District  is 
shown  below,  with  the  percentage  of  over-sub- 
scription based  on  the  quota  assigned  by  the 
Treasury : 

Total  Per  Cent. 
Subscriptions  of  Over- 
Received  Quota  subscription 

Boston    $   476,950,050      $    300,000,000  59% 

New  York  ...   1,550,453,450  900,000,000  72% 

Philadelphia    .      380,350,250  250,000,000  52% 

Cleveland    ....      486,106,800  300,000,000  62% 

Richmond   ....      201,212,500  120,000,000  68% 

AtlanU    90,695,750  80,000,000  13% 

Chicago    585,853,350  420,000,000  39% 

St.   Louis    184,280,750  120,000,000  54% 

Minneapolis   ..      140,932,650  105,000,000  34% 

Kansas  City    .      150,125,750  120,000,000  25% 

Dallas    77,899,850  75,000,000  4% 

Sai!   Francisco      292,671,150  210,000,000  39% 

Total    $4,617,532,300       $3,000,000,000         54% 

The  Secretary  of  the  Treasury  accepted  50% 
of  the  over-subscription,  making  the  actual  issue 
$3,808,766,150.  The  allotment  was  made  as  fol- 
lows: 


SUBSCRIPTIONS. 

Up  to  and  including  $50,000 $2,488,469,350 

Over  $50,000  up  to  and  including  $100,000.  359,863,900 
Over  $100,000  up  to  and  including  $200,000  242,220,800 
Over     $200,000     up     to     and     including 

$1,000,000    756,586,700 

Over    $1,000,000    up    to    and    including 

$8,000,000    470,425,600 

Over    $8,000,000    up    to    and     including 

$30,000,000     249,963,950 

$90,000,000    50,000.000 

Total  subscriptions  $4,617,532,300 


ALLOTMENT. 

100%     $2,488,469,350 

90%  but  not  less  than  $50,000  bonds 323,879,600 

75%  but  not  less  than  $90,000  bonds 181,665,800 

60%  but  not  less  than  $150,000  bonds 455,690,300 

50%  but  not  less  than  $600,000  bonds 235,582,300 

41.20%  but  not  less  than  $4,000,000  bonds       103,071,200 
40.8152%      20,407,600 

Total  allotment   $3,808,766,150 


Those  desiring  this  Bulletin  sent  them  regularly  will  receive  it  without  charge  upon  application 


By  the  terms  of  the  loan,  2%  of  the  subscrip- 
tions accompanied  the  application,  18%  were  to 
be  paid  November  15,  40%  on  December  15, 
and  40%  on  January  15.  The  actual  payments 
to  November  26  aggregated  $2,535,617,664,  or 
about  66%.  These  figures  include  Treasury 
certificates  converted. 

When  the  loan  closed  the  Treasury  had  out- 
standing $2,320,493,000  of  Treasury  certificates, 
of  which  $935,197,000  fell  due  in  November  and 
have  been  redeemed.  The  series  of  $300,000,000, 
due  December  15th,  has  been  called  for  payment 
on  December  6,  and  the  series  of  $400,000,000, 
due  December  15,  is  called  for  paj'nient  on  De- 
cember 11.  The  series  of  $685,296,000,  due 
December  15,  will  be  paid  on  that  day. 

Allowing  for  the  redemption  of  all  Treasury 
certificates  issued  prior  to  November  1st  there 
is  about  $1,500,000,000  remaining  of  the  pro- 
ceds  of  the  second  loan,  besides  which  there  is 
a  cash  balance  of  approximately  $1,800,000,000. 
Presumably  the  Treasury  will  want  to  run  very 
strong  in  cash  at  all  times,  but  unless  disburse- 
ments increase  rapidly  the  funds  on  hand  should 
last  until  February.  After  that  it  should  be 
practicable  to  provide  funds  for  at  least  a  month 
or  two  through  the  sale  of  Treasury  certificates, 
which  would  carry  the  next  bond  issue  into  the 
spring.  Ordinary  disbursements  for  November, 
to  the  26th,  aggregated  $454,273,363  and  special 
disbursements,  including  loans  of  foreign  govern- 
ments, $435,596,813.  The  estimates  of  the 
Treasury  are  for  an  expenditure  of  over  $12,- 
000,000,000  in  the  year  ending  June  30  next  on 
our  own  account  and  loans  of  $7,000,000,000  to 
allies.  Actual  expenditures  for  ourselves  have 
been  about  $1,758,000,000,  with  loans  of  $2,241,- 
629,750.  The  Treasury  officials  adhere  closely 
to  the  estimates,  and  they  alone  are  in  position 
to  know  how  fast  expenditures  can  be  made  in 
the  last  half  of  the  year,  but  with  about  $4,000,- 
000,000  expended  and  loaned  in  nearly  five 
months,  it  seems  improbable  that  actual  dis- 
bursements in  the  next  seven  months  will  r^ch 
$15,000,000,000. 

Liberty  Loan  Bonds  in  the  Market. 
Liberty  loan  bonds  of  both  issues  have  been 
marketed  in  considerable  amounts  and  at  lower 
prices  than  the  3>^s  had  reached  before  the  4 
per  cents  were  issued.  At  present  the  former 
are  selling  around  99  and  the  latter  around  98. 
Tlie  offerings  come  from  all  over  the  country, 
and  are  a  natural  result  of  the  strenuous  cam- 
paigning for  subscriptions.  Every  locality  has 
had  a  large  task  to  raise  its  quota,  and  under  the 
pressure  of  the  canvass  it  has  frequently  oc- 
curred that  people  were  constrained  to  subscribe 
for  more  bonds  than  they  felt  able  to  carry.  It 
was  a  community  effort,  appealing  to  local  pride 
as  well  as  national  patriotism,  and  rather  than 
fail  to  do  what  was  expected  of  them  they  sub- 
scribed, with  the  intention  of  selling  part  in  New 
York  at  whatever  loss  it  might  be  necessary  to 


take.  It  is  difficult  to  see  how  this  situation  can 
be  avoided  when  it  is  necessary  to  push  solici- 
tation so  hard,  but  by  this  time  it  is  becoming 
pretty  well  understood  that  Wall  Street  does  not 
bear  all  the  responsibility  for  the  market  price 
of  government  bonds. 

It  is  not  at  all  clear  that  the  situation  would 
be  materially  different  if  the  interest  rate  was 
higher,  although  as  the  rate  on  government  is- 
sues is  raised  the  selling  pressure  upon  these  will 
be  relaxed  by  being  extended  to  other  invest- 
ments. If  the  country  is  forced  to  take  more 
bonds  than  it  has  learned  how  to  absorb,  some- 
thing will  be  thrown  on  the  market.  Moreover, 
the  sale  of  either  government  or  other  securities 
on  the  market  does  not  relieve  tlie  situation.  It 
is  only  moving  capital  around  a  circle,  without 
creating  any  more  of  it,  just  as  the  shifting  of 
labor  from  one  employer  to  another  by  the  offer 
of  higher  wages  does  not  make  any  more  labor 
available.  It  cannot  be  too  often  repeated  that 
whether  obtained  directly  or  indirectly  the  funds 
for  the  war  must  be  provided  by  new  savings. 

Industrial  and  Financial  Coordination. 

The  turn  of  events  in  Europe  has  undoubtedly 
impressed  upon  the  people  of  this  country  the 
necessity  of  preparing  for  a  long  conflict.  The 
end  is  not  in  sight,  and  it  will  be  the  part  of  wis- 
dom for  the  United  States  to  lay  its  plans  for 
participation  upon  a  basis  which  can  be  main- 
tained indefinitely.  The  full  powers  of  the  coun- 
try cannot  be  exerted  immediately,  for  it  is  only 
by  degrees  that  the  people  can  be  brought  to  un- 
derstand the  part  which  as  individuals  they  are 
required  to  play.  They  have  to  be  educated  to 
the  war  task.  They  have  to  learn  that  a  great 
war,  calling  upon  this  countiy  for  eighteen  or 
twenty  billions  a  year,  cannot  be  carried  on  by  the 
government  alone,  in  a  purely  official  capacity, 
without  interfering  with  the  business  or  pleasures 
of  the  people. 

It  is  natural  for  the  people  to  go  along  in  their 
accustomed  ways,  trying  to  do  business  as  usual 
and  live  as  usual,  until  they  are  shown  what  the 
government  wants  of  them.  It  is  for  the  gov- 
ernment to  coordinate  the  productive  powers  of 
the  country  and  direct  them  into  the  channels 
where  they  will  count  for  most.  There  is  gen- 
eral appreciation  of  the  fact  that  it  is  a  stu- 
pendous task  to  raise  twenty  billion  dollars  in  a 
year,  but  the  public  is  slow  in  grasping  the  fact 
that  it  is  also  a  stupendous  task  for  the  govern- 
ment to  get  twenty  billion  dollars  worth  of  work 
done  in  a  year.  The  problem  would  be  im- 
mensely simplified  if  the  public  could  see  clearly 
that  if  the  government  is  to  take  over  labor  and 
materials  to  this  extent,  individuals  must  curtail 
their  demands  to  approximately  the  same  ex- 
tent, and  that  when  they  do  this  they  will  have 
the  money  to  buy  the  government  bonds. 

This  curtailment  of  private  expenditures  will 
be  most  effectively  brought  about  by  having  the 


government  exercise  its  priority  rights  to  such 
essentials  as  labor,  coal,  materials  and  transporta- 
tion. If  there  is  not  coal  enough  to  go  around  it 
is  clearly  proper  for  the  government  to  determine 
what  industries  shall  go  without,  and  as  it  does 
so  public  expenditures  in  those  lines  will  be  auto- 
matically curbed.  If  steel  is  not  available  for 
automobiles  the  public  perforce  will  not  buy 
automobiles,  and  so  by  Uie  control  of  industry 
private  expenditures  can  be  brought  largely 
under  control. 

This  authority,  if  exercised  with  discretion, 
need  not  be  so  disturbing  to  industry  as  at  first 
appears  likely.  In  England  few  establishments 
have  been  actually  closed  down ;  usually  it  has 
been  found  possible  to  utilize  them  for  some  kind 
of  war  work,  and  it  is  good  economy  to  make 
changes  and  add  equipment  for  that  purpose. 
Moreover,  it  should  be  understood  that  goods 
which  are  made  for  the  export  trade,  although  in 
the  luxury  class,  may  be  paying  for  commodities 
which  are  necessaries  to  us.  When  articles  of 
luxury  are  shipped  to  Argentina  and  help  pay  for 
hides  and  wool,  the  labor  upon  them  is  in  effect 
producing  hides  and  wool  for  our  own  consump- 
tion. If  we  don't  settle  our  e.xchanges  with 
goods  we  must  settle  in  gold. 

Time  a  Necessary  Factor. 

In  short,  the  end  in  view  being  to  reorganize 
the  industries  of  the  country  on  a  war  basis,  the 
government  must  take  the  lead  and  give  order 
and  system  to  the  rearrangement.  It  would  Be 
demoralizing  and  wasteful  to  shut  down  the  great 
automobile  factories,  scattering  the  workmen, 
breaking  up  their  homes,  compelling  the  sacrifice 
of  property,  disturbing  business  conditions,  and 
destroying  values.  The  desired  result  is  better 
accomplished  by  changing  them  to  the  manufac- 
ture of  trucks,  aeroplanes  and  munitions.  Fur- 
niture factories  are  being  utilized  in  similar 
fashion,  and  so  in  every  community  there  are  es- 
tablishments which  can  be  converted  to  war  busi- 
ness or  made  to  serve  indirectly  the  present  needs. 
When  they  stop  making  things  for  peace  trade 
the  public  will  necessarily  stop  buying  such 
things,  and  since  employment  will  remain  full 
more  money  will  be  free  for  the  loans. 

The  industries  must  not  be  crippled ;  they 
must  be  changed  over  to  war  work.  Time  is 
required  to  do  this,  and  while  no  time  should 
be  lost  nothing  is  accomplished  by  working 
with  misdirected  energy.  When  a  railroad  is 
crowded  with  business  to  a  state  of  congestion 
it  loses  in  efficiency.  Not  as  many  cars  get 
over  the  line  as  with  traffic  restricted  to  its 
capacity.  This  country  can  carry  on  the  war 
indefinitely  and  put  steadily  increasing  weight 
and  efficiency  into  it  if  its  operations  are  well- 
ordered.  But  it  cannot  throw  millions  of  men 
upon  war  work  except  as  it  takes  them  off  of 
other  work,  and  it  cannot  pay  billions  into  the 
Treasury  except  as  it  curtails  expenditures  in 


other  directions.  It  is  just  as  important  to 
plan  upon  one  side  of  the  problem  as  the  other, 
and  nothing  but  confusion  will  result  from  go- 
ing ahead  without  a  careful  coordination  of 
efforts. 

The  industrial  resources  of  this  country  are 
very  great,  but  the  ordinary  supply  of  labor  w'as 
fully  employed  when  this  country  entered  the 
war.  Everything  cannot  be  done  at  once ;  some 
things  are  of  more  importance  than  others,  and 
should  have  right  of  way,  but  an  attempt  to 
drive  operations  too  hard  will  inflate  costs, 
embarrass  the  whole  industrial  situation  and 
increase  the  difficulty  of  raising  money.  This 
country  without  question  can  raise  all  the 
money  required  to  pay  for  all  the  work  that 
can  be  done,  but  congestion  in  industry  and 
congestion  in  borrowing  will  not  promote  re- 
sults. It  does  not  help  to  have  labor  attracted 
from  one  equally  essential  industry  to  another, 
or  to  have  loans  brought  out  faster  than  they 
can  be  absorbed. 

Time  is  a  factor  in  big  undertakings  which 
cr^nnot  he  eliminated,  and  this  country  can 
afford  to  take  the  time  that  is  necessary  to 
work  with  foresight  and  method.  Time  in 
this  war  is  on  our  side.  We  are  not  blockaded, 
we  have  access  to  the  markets  of  the  world,  we 
are  not  in  danger  of  running  out  of  necessaries. 
If  Germany  can  afford  to  have  this  war  go  five 
years  we  surely  can,  but  we  should  plan  to 
grow  stronger  every  year.  Such  a  policy  will 
fill  the  country  with  confidence,  not  only  as  to 
ultimate  military  success,  which  nobody 
doubts,  but  as  to  the  course  of  business  during 
the  war  and  afterward. 

Tncreasing  the  Labor  Supi>lv. 

Our  ability  to  get  quickly  and  effectively  into 
the  war  depends  upon  our  ability  to  release 
men  to  the  armies,  and  at  the  same  time  turn 
more  men  upon  the  production  of  ships,  aero- 
planes, heavy  guns,  and  ammunition.  How 
can  labor  be  found  to  g^ve  the  increased  output 
that  will  shorten  the  war  and  save  lives? 
There  is  no  longer  any  danger  of  unemploy- 
ment, of  substituting  one  class  of  labor  for  an- 
other, or  reason  for  class  jealousy.  There  is 
work  for  all. 

There  are  three  classes  of  labor  in  the  coun- 
try  that  have  not  been  fullv  drawn  upon.  (1) 
The  movement  to  employ  high  school  boys  on 
the  farms  was  developed  far  enough  last  sum- 
mer to  show  that  there  are  further  possibilities 
in  it.  (2)  The  movement  to  utilize  old  men, 
who  have  dropped  out  of  active  employment. 
In  ordinary  times  it  is  difficult  for  men  over  45 
years  of  age  who  are  thrown  out  of  employ- 
ment to  find  new  places.  The  Employment 
Bureau  of  the  Employers'  Association  of  Chi- 
cago finds  employment  free  of  charge  for  men 
of  this  class.  In  the  month  of  August  it  placed 
1,303  of  them  in  permanent  places,  and  in  the 


month  of  September  1,600  of  them.  This  is 
labor  that  without  a  special  effort  may  be  lost. 

But  the  big,  potential  supply  of  labor,  far 
surpassing  in  quality  and  quantity  that  of  old 
men  and  boys,  lies  in  the  unmarried  women 
from  20  to  40  years  of  age,  of  the  class  who  do 
not  ordinarily  seek  employment  for  pay.  Here 
are  several  millions  of  alert,  capable  persons 
who  in  the  present  social  atmosphere  will  not 
work  for  wages,  who  are  consumers  but  not 
producers.  The  movement  to  bring  these 
women  into  industry  has  started,  but  it  is  not 
progressing  fast  enough.  It  needs  encourage- 
ment and  organization ;  it  needs  not  only  the 
personal  economic  appeal  but  the  patriotic  ap- 
peal, and  the  same  social  approval  and  pressure 
that  applies  to  the  enlistment  of  young  men  in 
the  army  and  navy. 

A  correspondent  who  writes  to  us  very 
earnestly  on  this  subject  puts  the  case  so  well 
that  we  quote  from  him  as  follows : 

A  vital,  healthy  woman  who  contributes  one  hour  a 
day,  two  days  in  the  week  to  the  Red  Cross  is  not  per- 
forming any  adequate  service  to  her  country.  If  our 
sons  can  go  to  the  front  as  privates  our  daughters  can 
go  to  the  offices  and  factories  as  privates. 

The  economic  pressure  that  gradually  brought  these 
women  to  the  factories  of  England  and  France,  is  not 
and  will  not  be  present  in  America. 

I  believe  a  Constructive  Labor  Program  which  will 
bring  these  women  into  industry  is  absolutely  vital.  I 
believe  a  study  of  this  problem  will  bring  results  _  of 
practical  national  value  many  times  larger  and  more  im- 
portant than  the  recent  railroad  efficiency  movement. 

Two  factors  are  necessary  for  success  in  such  a  labor 
program:  (1)  Patriotic  propaganda,  which  will  cause 
women  to  enlist  under  oath  in  our  industrial  army,  for 
duration  of  war,  in  48  hours  a  week,  52  weeks  in  the 
year,  jobs  at  the  same  piece  rate  wages  as  men  are  paid. 
(2)  An  organization  for  handling  enlisted  women.  Such 
an  organization  should  consist  of  men  and  women  of 
practical,  employment-bureau  experience  who  will  fit 
the  worker  to  the  job  and  the  job  to  the  worker. 

I  think  the  patriotic  appeal  to  every  woman  in  the 
United  States  should  be :  Will  you  personally  earn 
money  to  invest  in  Liberty  Bonds,  to  support  the  Red 
Cross,  and  to  give  to  the  Y.  M.  C.  A.?  You  are  not 
doing  your  best  for  your_  country  when  you  ex- 
tract the  money  for  patriotic  purposes  from  the 
men  of  the  family.  Give  your  best  for  your 
country  by  increasing  production  by  filling  a  paid  po- 
sition. This  is  the  best  sign — the  pay  envelope  that  goes 
with  the  position — that  the  position  is  a  necessary  cog 
in  industrial  machinery.  Then — use  the  money  for  two 
purposes :  ( 1 )  To  buy  Liberty  Bonds,  to  support  the  Red 
Cross,  and  the  Y.  M.  C.  A.  (2)  To  contribute  to  one's 
personal  expense  and  thus  release  the  money  of  the  men 
jn  the  family  for  Liberty  Bonds. 

A  slogan  for  the  next  Liberty  Bond  issue:  Everv 
woman  in  the  Uniti'd  Slates  to  buy  a  Liberty  Bond  with 
money  she  has  earned. 

Let  the  pay  envelope  be  a  badge  of  honor,  a  badge  of 
patriotism,  showing  that  the  women  of  the  United 
States  are  increasing  production. 

Women  who  do  enlist  should  have  some  special  mili- 
tary ensignia  or  badge. 

Paper  Money  Finance. 

Wc  are  continually  in  receipt  of  letters,  some 
of  them  from  bankers,  asking  if  it  would  not 
be  a  good  plan  for  the  government  to  issue 


several  billions  of  paper  money  to  pay  war 
expenses.  These  correspondents  suggest  that 
it  would  "save  interest,"  "increase  the  amount 
of  money  in  circulation,"  "increase  bank 
deposits,"  "make  it  easier  to  raise  loans,"  etc., 
etc.  It  is  strange  how  persistent  are  these 
ideas  about  the  efficiency  of  fiat  money,  be- 
cause there  never  was  a  trial  which  did  not  dem- 
onstrate that  they  are  fallacies.  Money  in 
itself  is  an  instrument  of  exchange,  a  trade 
facility;  it  is  not  final  compensation  for  any- 
thing. The  government  wants  money  with 
which  to  buy  war  supplies  and  the  people  who 
sell  the  supplies  want  money  to  buy  things. 
The  satisfaction  of  all  these  wants  depends 
upon  production,  and  that  depends  upon  the 
labor  supply,  together  with  efficient  organiza- 
tion and  equipment.  When  the  industries  are 
already  operating  at  capacity,  the  output  can- 
not be  increased  by  increasing  the  supply  of 
money.  Any  further  gains  must  come  by 
improvements  in  organization,  equipment  or 
methods,  and  by  shifting  labor  from  non- 
essentials to  essentials.  It  befogs  and  confuses 
the  whole  subject  to  talk  of  relieving  such  a 
situation  by  printing  money.  More  money  or 
purchasing  power  in  any  form  can  only  in- 
crease the  competition  for  labor  and  materials, 
raising  costs  in  terms  of  money  and  debt  with- 
out making  any  more  labor  or  materials 
available. 

One  of  our  correspondents  expresses  the 
opinion  that  an  additional  billion  dollars  of 
legal  tenders  could  be  readily  floated  on  the 
credit  of  the  government  and  on  present  gold 
reserves.  But  what  would  one  billion  amount 
to  in  expenditures  of  twenty  billions  a  year? 
It  would  be  only  a  beginning,  and  once  a 
beginning  was  made  there  would  be  no  logical 
stopping  place.  Arguments  for  each  addi- 
tional billion  would  be  as  strong  as  for  the 
first.  The  country  would  be  launched  on  a 
sea  of  paper  money  and  all  attempts  to  iriain- 
tain  parity  with  gold  would  have  to  be  aban- 
doned. That  would  put  our  three  billions  of 
gold  money  practically  out  of  use  and  this 
would  make  more  irredeemable  paper  neces- 
sary. The  more  the  latter  depreciated  the 
greater  the  volume  would  have  to  be,  in  order 
to  make  the  government  purchases  and  to 
carry  on  the  business  of  the  country.  The  cost 
of  the  war  would  be  enormously  increased,  as 
the  cost  of  our  civil  war  was  increased  by  the 
issue  of  the  greenbacks. 

Not  Money  But  Saving;s  Wanted. 

This  country  has  plenty  of  mere  facilities  for 
making  payments.  Industry  is  not  halting  for 
want  of  means  to  make  payments ;  it  is  limited 
on  all  sides  by  scarcity  of  men  and  materials. 
As  a  matter  of  fact  we  make  payments  with 
bank  cheques  rather  than  money.  The  correct 
method  of  financing  the  war  is  by  having  the 


I 


individual  citizens  accumulate  bank  credit,  and 
transfer  this  credit  to  the  government,  the  lat- 
ter in  turn  transferring  it  in  payment  of  its 
purchases.  The  transfers  are  simple  enough, 
the  problem  is  in  getting  the  individual  citi- 
zens to  understand  that  they  must  create  by 
savings  the  means  to  supply  the  government's 
needs.  We  must  create  the  purchasing  power, 
and  transfer  it  to  the  government,  abstaining 
from  its  use  ourselves. 

There  is  no  royal  way  by  which  a  govern- 
ment can  finance  itself.  This  paper  money 
theory  assumes  that  the  government  can  create 
the  purchasing  power  it  needs,  without  the 
help  of  the  people,  and  allowing  the  people  to 
go  on  using  purchasing  power  for  their 
private  purposes,  as  usual.  But  as  we  have 
seen,  an  attempt  to  use  such  an  amount  of 
purchasing  power  results  in  a  demand  for 
labor  and  materials  greater  than  can  be  sup- 
plied. Whether  the  demand  takes  form  in 
paper  money  or  bank  credit  the  effect  is  to 
raise  all  costs  and  depreciate  the  purchasing 
medium.  Borrowing  to  lend  to  the  govern- 
ment without  cutting  down  our  own  expendi- 
tures, is  like  giving  the  government  an  order 
upon  a  certain  limited  stock  of  commodities, 
and  then  withdrawing  the  commodities  for  our 
own  consumption. 

Issues  of  irredeemable  paper  money  consti- 
tute a  forced  loan  upon  the  public,  without 
interest,  and  are  never  resorted  to  except  as 
an  expedient  when  the  regular  methods  of 
raising  money  have  failed. 

Apropos  of  paper  money  the  Russian  Official 
Bulletin  of  recent  date  has  shown  how  the 
authority  of  the  Russian  State  Bank  to  issue 
notes  has  been  increased  from  time  to  time. 
Prior  to  July  27,  1914,  it  was  limited  to  an  issue 
of  300,000,000  rubles  without  gold  cover. 
Since  then  the  limit  has  been  raised  as  follows : 

Rubles 

iuly  27th,  1914,  up  to 1,500.000,000 

larch  17th,  1915,  up  to 2,500,000,000 

August  22nd.  1915,  up  to 3,500.000,000 

August  29th,  1916.  up  to 5,500.000,000 

December  27th,  1916,  up  to 6,500,000,000 

March  4th,  1917,  up  to 8.500,000,000 

May  15th,  1917,  up  to 10,500,000.000 

July  11th,  1917,  up  to 12,500,000,000 

Conscripting  Capital. 

A  good  deal  is  said  about  the  "conscription" 
of  capital,  and  it  is  well  to  have  a  clear  idea  of 
what  is  meant,  and  of  just  what  it  is  practicable 
for  the  government  to  do  in  this  respect.  The 
phrase  is  often  used  as  though  the  authority  of 
the  government  to  take  property  as  it  takes 
men  was  disputed,  and  with  the  implication 
that  capital  is  spared  through  influence  or 
favoritism. 

This  idea  is  due  largely  to  a  mistaken  con- 
ception of  capital,  and  of  the  service  which 
capital  renders  whether  in  public  or  private 


hands.  The  capital  of  the  country  does  not 
exist  in  forms  that  permit  of  its  being  seized 
and  turned  into  the  treasury.  Capital  exists 
for  the  most  part  in  productive  property,  i.  e., 
in  farms,  mills,  railways,  machinery,  and  all 
the  equipment  for  carrying  on  industry.  The 
greatest  service  to  the  country  from  these 
properties  is  obtained  by  having  them  operated 
with  the  highest  possible  efficiency.  The  gov- 
ernment doesn't  want  property  in  these  forms, 
but  the  products  that  come  from  them.  It 
would  be  a  great  boon  to  have  production  in- 
creased and  a  disaster  to  have  it  generally 
decreased. 

The  seizure,  or  conscription,  of  these  prop- 
erties in  the  sense  of  taking  them  out  of  the 
hands  of  the  present  owners  is  utterly  imprac- 
ticable. The  government  could  not  assume 
their  management.  It  has  no  staff  competent 
to  operate  them.  If  it  took  them  over  it  could 
do  no  better  than  arrange  with  the  present 
owners  to  go  on  operating  them.  It  would 
have  to  make  terms  which  would  enable  the 
management  to  satisfy  wage-earners,  provide 
working  capital  to  buy  materials  and  supplies, 
and  make  repairs,  replacements,  improvements 
and  enlargements,  as  these  were  necessary  to 
keep  the  industries  up  to  the  highest  efficiency. 

In  short  the  "conscription  of  capital,"  when 
reduced  to  practical  terms  means  the  fixing  by 
governmental  authority  of  the  terms  under 
which  private  property  and  private  managerial 
ability  will  be  devoted  to  public  work.  This 
is  being  generally  done.  In  some  cases  fixed 
prices  are  agreed  upon,  in  others  the  govern- 
ment pays  cost,  plus  a  percentage  for  the  ser- 
vices of  plant  and  organization.  In  some  in- 
stances the  latter  is  the  only  practicable  plan, 
but  its  weaknesses  are  well  known.  Experi- 
ence has  always  shown  that  as  a  general  rule 
the  best  results  are  obtainable  under  the  pri- 
vate management  of  industry.  It  gives  an  in- 
centive to  individual  effort,  stimulates  effi- 
ciency and  promotes  progress. 

The  seizure  of  properties  by  the  government 
would  not  put  money  in  the  Treasury,  or  in- 
crease the  supply  of  what  the  government 
wants.  A  levy  of  taxes  so  heavy  that  it  could 
not  be  paid  out  of  current  earnings  would 
reduce  the  working  capital  of  industries  at  a 
time  when  they  need  it  all,  compel  them  to  bor- 
row while  impairing  their  credit,  and  in  many 
instances  force  the  sale  of  properties  on  a  mar- 
ket without  buyers.  In  short,  it  would  bring 
ruin  and  panic  upon  the  country,  demoralize 
industry  when  the  country's  salvation  depends 
upon  the  industrial  output,  and  destroy  values 
at  a  time  when  of  all  times  it  is  important  to 
sustain  confidence.  It  would  be  literally  kill- 
ing the  goose  that  lays  golden  eggs.  Nothing 
can  take  the  place  of  men  in  the  armies,  and 
rich  and  poor  alike  are  conscripted  for  that 
service,  but  capital  in  the  form  of  productive 
property  must  be  used  as  it  exists  and  must  be 


handled  by  people  who  know  how  to  produce 
results  from  it.  "Conscription"  cannot  be  ap- 
plied to  it  in  any  other  sense  than  as  ap|>lied 
to  current  earnings,  and  enough  of  current 
earnings  must  be  left  to  finance  the  business 
adequately;  otherwise  efficiency  will  decline, 
prf-duction  will  fall  off,  the  ability  to  pay  taxes 
will  diminish,  and  the  war  power  of  the  coun- 
try will  be  lowered. 

Private  C«plUl  Docs  Public  Service. 

The  fundamental  error  of  those  who  call  for 
the  "conscription  of  capital"  is  in  not  compre- 
hending that  private  capital  engaged  in  pro- 
duction for  the  government  or  for  the  public 
market  is  rendering  the  same  ser\'ice  as  though 
it  was  publicly  owned,  and  probably  rendering 
it  more  economically.  The  assumption  that 
the  government  could  take  over  industries  on 
•»  i-i-rr,.  «;rnle.  cvcn  by  confiscation,  and  sujiply 
itself  with  products  more  cheaply  than  it  can 
buv  them  of  privately  owned  industries  is 
purely  an  assumption.  The  record  of  govern- 
i   ent  <'i)erations  dues  not  justify  it. 

A  speaker  for  the  Socialist  party  in  the  re- 
cent .\'ew  York  city  campaign  is  reported  as 
f'  IImws: 

"'You  capitalists,  your  capitalistic  government,  that 
comes  into  our  homes  and  conscripts  the  lives  of  our 
sons,  so  shall  you  conscript  wealth.'  We  would  sum- 
mon Mr.  Carnegie  and  say  to  Iiim,  '.Andy,  how  much 
do  you  require  to  live?  Not  on  the  east  side,  not  in  the 
Kronx.  but  just  where  you  are,  on  Fifth  Avenue?  We 
would  not  take  from  vou  one  lump  of  sugar,  but  liow 
much,  $1.=;.000  or  $20,000  or  $2.S.0O0,  do  you  require 
yearly  to  keep  your  antiquated  soul  in  your  capitalistic 
body?'  Then  we  would  take  the  rest  of  his  income. 
That  is  not  being  done,  and  that  is  why  we  Socialists 
do  not  buy  war  bonds." 

This  sh'^ws  the  misconception  of  economic 
facts  which  is  responsible  for  most  of  the  agita- 
tion. The  orator  proposes  to  allow  Mr.  Carneq^ie 
to  continue  living  as  at  present,  hut  to  confis- 
cate the  remainder  of  his  income  for  public 
purposes — as  though  all  the  remainder  was  not 
used  for  public  purposes  now!  The  only  por- 
tion of  any  person's  income  which  is  devoted  to 
himself  ani  withdrawn  from  the  common  fund 
is  that  portion  which  is  consumed  for  his  own 
support  and  pleasure.  The  real  grievance  of 
society  against  the  rich  is  not  on  account  of 
what  they  save  and  invest  productively,  but 
on  account  of  what  they  spend  needlessly  and 
extravasrantly  upon  themselves.  What  they 
put  into  business  is  used  to  increase  produc- 
tion, to  multiply  the  supply  of  things  of  com- 
mon consumption,  and  it  is  a  fair  presumption 
that  it  is  used  more  efficiently,  and  with  bet- 
ter results  to  the  public,  by  the  leaders  of  in- 
dustry than  it  would  be  by  a  government  offi- 
cered by  campaign  orators. 

It  is  true  that  economies  are  effected  and 
gains  made  by  bringing  competing  industries 
into  harmonious  relations  during  the  war  un- 
der government  supervision,  but  this  is  some- 


thing far  from  government  management.  The 
industries  are  still  in  the  hands  of  experienced 
managers  and  scores  of  the  ablest  business 
men  in  the  country  are  giving  their  time  to  the 
government  service  in  handling  the  situation. 
There  is  co-operation  and  assistance  by  the 
public  in  all  that  the  government  is  doing. 
\\  hat  Mr.  Hoover  and  his  assistants  are  able 
to  do  in  dealing  with  the  food  situation,  and 
what  the  railway  officials  working  together  are 
able  to  do  with  the  railways,  is  no  evidence 
as  to  the  results  of  permanent  government 
administration  in  the  industries. 

Depression  in  the  Stock  Market. 

The  stock  market  has  had  too  much  selling 
for  the  demand  since  last  June  and  the  decline 
became  precipitate  with  the  bad  war  news 
from  Italy  and  Russia,  reaching  for  many 
stocks  the  lowest  figures  since  the  outbreak  of 
the  war.  Of  late  the  market  has  rallied  and 
been  well  sustained. 

In  some  quarters  the  ups  and  downs  of  the 
stock  market  are  regarded  with  indifference,  as 
concerning  only  a  group  of  speculators,  but 
they  are  of  more  importance  than  that.  A 
decided  trend  of  the  market  is  significant  of 
public  opinion,  and  it  is  not  encouraging  or 
helpful  at  a  time  when  great  financial  burdens 
must  be  borne  to  have  the  market  from  day 
to  day  reflecting  gloom  and  pessimism.  Every 
one  is  to  some  extent  influenced  by  suggestion, 
and  it  is  not  insjjiriting  to  the  owners  of  prop- 
erty to  see  interests  corresponding  to  their 
own  sell  lower  and  lower,  even  though  tliey 
have  no  intention  of  selling  their  own  hold- 
ings. These  are  unusual  times,  people  are 
easily  unsettled  in  their  opinions,  and  in  a 
long,  wearing  contest  the  psychological  factor 
is  the  decisive  one. 

The  decline  has  been  the  result  of  various 
influences.  Ordinarily  there  is  a  constant  flow 
of  new  capital  into  the  market  for  investment, 
but  the  government  loans  have  taken  this  up 
so  closely  that  free  buying  power  has  been  gre.\tly 
reduced,  while  at  the  same  time  there  have 
been  offerings  by  people  wishing  to  convert 
their  capital  into  the  loans.  In  short,  selling 
pressure  was  increased  and  buying  power  was 
weakened.  The  news  from  Italy  and  Russia 
iiidicatcd  a  long  war,  and  with  visions  of  re- 
peated bond  issues  and  higher  taxes  the  buy- 
ing side  of  the  market  was  attractive  to  few. 

The  taxation  already  adopted,  with  the  talk 
of  higher  levies  in  the  future,  has  involved  the 
situation  in  uncertainty.  The  course  of  the 
market  shows  clearly  that  investors  do  not 
rate  the  war  profits  as  high  as  some  of  the 
legislators  do.  The  latter  look  upon  them  as 
cash  in  hand,  but  in  fact  they  have  been  largely 
reinvested  in  extensions  and  improvements,  or 
are  represented  by  larger  inventories,  and  their 
final  value  is  yet  to  be  determined.    The  ta.\es 


are  a  definite  liability  requiring  in  many  in- 
stances that  dividends  be  suspended  or  money 
borrowed.  Market  opinion  is  discounting  these 
undivided  profits  and  taking  account  of  the  un- 
certainties which  will  surround  business  in  the 
future.  These  factors  are  entitled  to  the  con- 
sideration of  legislators  as  well. 

The  fact  is  that  despite  great  activity  in  in- 
dustry, a  good  showing  of  earnings  and  rising 
values  for  everything  else,  ownership  in  the 
chief  industrial  and  transportation  properties 
of  the  country  is  not  valued  on  the  market  as 
high  as  a  year  ago.  This  situation  is  evidently 
due  to  market  conditions  and  to  lack  of  confi- 
dence in  the  future,  rather  than  to  anything 
that  has  actually  occurred  affecting  these  prop- 
erties. Apprehensions  as  to  the  future  are 
doubtless  exaggerated.  The  countries  of 
Europe  have  been  in  the  war  three  years,  but 
their  essential  industries  are  prosperous.  The 
stock  market  in  London  was  less  affected  by 
the  adverse  news  from  Russia  and  Italy  than 
the  market  in  New  York.  Germany  goes  on 
raising  l'->an  after  loan  under  conditions  far 
more  difficult  than  any  we  are  likely  to  experi- 
ence. 

The  productive  power  of  the  United  States  is 
increasing  every  day,  and  this  is  the  vital  con- 
sideration affecting  the  future.  The  induce- 
ments to  install  labor-saving  methods  and  to 
develop  scientific  processes  in  industry  were 
never  so  great  and  our  industrial  progress  was 
never  so  rapid  as  now.  The  country  is  work"- 
ing  under  tremendous  stimulus,  and  while 
much  of  the  effort  does  not  count  for  the  pres- 
ent accumulation  of  wealth,  it  is  developing 
new  powers  which  will  remain  when  the  war 
wastes  are  over.  Nothing  is  worth  so  much 
to  a  country  as  an  increase  in  the  productive 
capacity  of  the  people  themselves.  The  les- 
sons in  thrift,  in  giving  as  well  as  in  saving, 
and  in  community  organization,  will  make  us 
a  more  efficient  and  therefore  more  prosperous 
people.  The  country  is  not  going  backward 
by  reason  of  the  war.  Its  people  and  its  in- 
dustries will  be  fully  employed,  under  remun- 
erative conditions,  and  values  will  find  their 
level  accordingly.  A  stock  market  boom  which 
would  absorb  capital  is  undesirable,  but  on  the 
other  hnnd  there  is  no  occasion  for  pessimism 
about  the  future  of  American  industry. 

Financial  Conditions. 


The  money  m-^rket  has  relaxed  somewhat  since 
the  November  15th  payment  on  the  government 
loan  was  made.  As  about  85  per  cent,  of  the 
allotment  for  the  New  York  district  was  paid  in 
full  that  factor  is  well  out  of  the  way,  and  the 
situation  looks  clear  for  the  next  few  months, 
except  as  the  transfer  of  large  sums  may  cause 
temporary  stringency.  Offerings  of  commercial 
paper  on  the  market  are  light,  makers  in  recent 
months  having  resorted  to  the  banks  where  they 


have  established  lines  of  credit.  Time  loans  OH 
collateral  are  unchanged  at  S'/i  to  6  per  cent. 
The  country  has  gone  through  a  period  of 
enormous  transactions  with  remarkable  ease. 
The  regular  trade  of  the  country  has  been  fully 
accommodated,  and  although  the  stock  market 
has  been  depressed  it  has  not  been  because  money 
was  not  available.  There  have  been  ample  re- 
serves of  credit  at  all  times. 

Credit  expansion  has  continued  and  although 
it  is  not  excessive  as  compared  with  the  resources 
of  the  banking  system,  it  is  the  part  of  wisdom  to 
take  careful  notice  of  the  effect  of  the  govern- 
ment's borrowing  upon  the  banking  situation. 
Temporary  borrowing  of  the  banks  for  the  gov- 
ernment loans  is  undoubtedly  necessary,  but  the 
country  should  be  brought  face  to  face  with  the 
task  of  paying  up  as  the  war  proceeds.  The 
loans  of  the  New  York  Clearing  House  banks 
were  $3,756,000,000  on  August  4th  and  $4,756,- 
000.000  on  November  17th,  but  declined  to 
$4,575,000,000  on  November  24th.  The  total 
earning  assets  of  the  twelve  Federal  reserve 
banks  on  August  3rd  were  $374,266,000  and  on 
November  23rd  they  were  $979,141,000.  This 
period  covered  the  season  when  bank  loans 
always  go  up,  but  the  expansion  was  due  in  the 
main  to  the  war  financing.  These  figures  should 
be  reduced  before  another  loan  is  brought  out. 

The  New  York  district  has  paid  up  $950,- 
000.000  of  the  $1,163,000,000  allotted  to  it, 
and  the  rest  of  the  country  drew  on  New  York 
balances  freely  in  making  payments.  Arrange- 
ments were  made  by  which  in  some  instances 
New  York  funds  were  deposited  to  the  credit  of 
the  Treasury  in  the  Federal  reserve  bank  of  New 
York  on  account  of  subscriptions  in  other  dis- 
tricts. Although  this  procedure  deprived  the  re- 
serve banks  of  other  districts  of  deposits  ac- 
credited to  their  districts  the  funds  were  act- 
ually in  New  York,  and  a  double  transfer  was 
thereby  avoided.  It  is  highly  desirable  in  hand- 
ling these  immense  sums  that  book  transfers 
shall  be  used  wherever  possible,  and  the  bulk  of 
the  government's  disbursements  are  made  here. 

The  abstract  of  the  reports  of  national  banks 
for  their  condition  on  September  11,  1917,  pre- 
pared by  the  Comptroller  of  the  Currency,  gives 
the  first  showing  of  reserve  conditions  since  the 
new  provisions  of  law  went  into  effect.  The  fig- 
ures show  that  central  reserve  banks  had  legal 
reserves  averaging  14.04%.  against  13%  required, 
reserve  city  banks  held  10.33%,  against  10%  re- 
nuired.  and  country  banks  held  7.39%,  against 
7%  required.  Besides  these  reserves  in  the  Fed- 
eral reserve  banks,  they  held  $493,609,000  cash 
in  vault,  and  the  net  amount  due  from  other 
national  banks  was  $1,292,000,000.  Country' 
banks  appear  to  be  carrying  about  as  much  in 
cash  and  with  their  city  correspondents  as  be- 
fore. The  increase  in  their  deposits  with  the 
reserve  banks  from  Tune  20  to  September  11, 
was  from  5.79%  to  7.39%. 


The  principal  items  in  the  aggregate  state- 
ment for  all  national  banks  on  September  12, 
1915,  September  2,  1916  and  September  11,  1917, 
compare  as  follows : 


1915 

1910 

1917 

Loans  &  Disc. $6,756,080,000  97,859,837.000  $9,055,248,000 
United  Sutes 

obligatioiu..      781,729,000       729,777.000    1.158,933.000 
Other  bonds  ..  1.219,214,000     1.624,627,000     1,863,621,000 

and  bankers.  1,724.621.000 
Cash  in  vault.     842,709,000 
Div.    deposits..   5,426,610.000 
Bills    payable 

and  redisc...      105,719,000 

2.247,967.000 

768,123,000 

6.708,883,000 

91,893.000 

2.806,414.000 

493.009,000 

679,370 

285,104,000 

The  decline  in  cash  is  due  to  the  transfer  of 
reserves  to  the  Federal  reserve  banks,  and  the 
increase  in  bills  payable  and  rediscounts  to  in- 
creasing use  of  the  Federal  reserve  banks. 

In  order  to  facilitate  the  payment  of  income 
and  excess  profits  taxes  the  Secretary  of  the 
Treasury  has  announced  an  issue  of  Treasury 
certificates  bearing  4  per  cent,  interest  which 
will  mature  on  June  25,  1918.  These  certificates 
will  be  receivable  at  or  before  maturity  by 
revenue  collectors  in  payment  of  the  above  taxes. 

In  tlie  November  Bulletin  we  referred  to  re- 
ports of  an  incipient  land  boom  in  some  sections 
of  the  coimtry,  as  a  result  of  high  prices  for 
farm  products.  This  paragraph  has  brought  con- 
siderable correspondence,  which  shows  that  there 
is  no  speculative  movement  in  lands  worthy  of 
mention.  The  prevailing  sentiment  in  all  lines 
is  one  of  caution,  and  where  lands  are  changing 
hands  it  is  for  immediate  possession  and  use. 

War  Savings  Stamps. 

The  organization  for  the  sale  of  the  War  Sav- 
ings Stamps  authorized  by  Congress  is  now  com- 
pleted, except  as  to  some  local  details,  and  the 
campaign  to  sell  $2,000,000,000  has  begun.  The 
stamps  are  in  two  denominations,  25  cents  and 
$5.  A  Thrift  Card  is  furnished,  which  has 
spaces  for  16  stamps,  and  when  these  spaces  are 
filled  the  card  may  be  exchanged,  with  the  pay- 
ment of  odd  cents,  for  a  $5  stamp. 

The  $5  stamps  are  to  be  attached  to  a  folder, 
known  as  a  War  Savings  Certificate,  which  has 
blank  spaces  for  20  stamps.  If  these  are  all 
filled  between  December  1,  1917,  and  January  31, 
1918,  the  cost  to  the  purchaser  will  be  $82.40, 
and  on  January  1,  1923,  the  Government  will 
pay  the  owner  of  the  certificate  $100 — a  net 
profit  to  the  holder  of  $17.60.  This  is  based  on 
an  interest  of  4%  compounded  quarterly.  The 
amount  of  War-Savings  Stamps  sold  to  any  one 
person  at  any  one  time  shall  not  exceed  $100  and 
no  person  may  hold  such  stamps  to  an  aggregate 
amoimt  exceeding  $1,000. 

The  stamps  are  redeemable  at  post  offices  at 
any  time  at  a  lower  rate  of  interest.  The  full 
particulars  of  the  plan  are  now  available  in 
printed  matter,  and  need  not  be  detailed  here. 


The  plan  of  distribution  has  been  worked  out 
to  avoid  concentration  at  Washington,  and  se- 
cure the  greatest  possible  degree  of  local  interest 
and  responsibility,  together  with  proper  co-or- 
dination and  supervision.  There  will  be  six  fed- 
eral directors,  who  will  give  their  entire  time 
to  the  work,  each  of  whom  will  have  two  Fed- 
eral Reserve  Bank  Districts  in  his  charge.  Each 
state  will  have  a  State  Director,  from  whom  the 
organization  will  reach  down  into  the  counties 
and  smaller  communities.  These  State  Directors 
are  men  of  the  highest  business  standing,  selected 
for  their  known  ability  for  a  task  of  this  kind, 
and  will  give  their  entire  time  to  the  work. 

The  Railway  Problem. 

The  demands  of  the  trainmen  for  more  pay 
are  just  in  time  to  be  passed  up  to  the  govern- 
ment authorities  with  the  other  features  of  the 
railway  situation.  The  railway  officials  have 
advised  the  President  that  they  will  be  guided 
by  his  judgment  in  the  matter  and  the  officers 
of  the  brotherhoods  are  understood  to  have 
taken  practically  the  same  attitude.  This 
question  would  seem  therefore  to  be  reduced 
to  a  determination  of  how  much  more  wages 
the  men  shall  receive  and  what  compensatory 
rate  increases  the  railways  shall  receive. 

The  railway  problem,  however,  is  much 
larger  than  a  question  of  wages  or  even  of 
revenues.  Above  all  else  it  is  a  question  of 
economical  and  efficient  transportation  service, 
and  the  necessities  of  the  country  are  requiring 
that  treatment  of  the  subject  shall  be  under- 
taken in  a  large  way.  The  railroads  have  been 
developed  by  private  enterprise  and  private 
capital,  and  on  the  whole  it  has  been  a  wonder- 
ful development ;  but  in  recent  years  it  has  not 
kept  up  to  the  growth  of  the  country.  For  the 
last  ten  years  operating  costs  have  tended  to 
increase  faster  than  earnings,  and  railway  in- 
vestments have  been  less  in  favor. 

Such  capital  as  the  railways  have  raised  in 
the  last  ten  years  has  been  procured  mainly  by 
borrowing,  but  this  makes  the  position  of  the 
shareholders  more  precarious  and  cannot  be 
continued  indefinitely  without  affecting  the 
position  of  the  bondholders  unfavorably.  In 
every  other  business  it  is  considered  necessary 
to  good  credit  that  there  shall  be  a  proper  rela- 
tionship between  borrowed  capital  and  pro- 
prietor s  capital,  and  if  this  is  not  maintained 
the  ability  to  borrow  is  curtailed.  Loans  upon 
real  estate  arc  commonly  restricted  to  about 
one-half  the  value  of  the  property,  and  the 
railroads  to  be  in  sound  credit  and  able  to  bor- 
row at  favorable  rates,  should  be  able  from 
time  to  time  to  sell  their  stock  to  the  public  in 
such  amounts  as  to  keep  proprietor's  capital 
approximately  equal  to  borrowed  capital.  In 
order  to  do  this,  however,  there  must  be  a  suffi- 
cient margin  of  net  earnings  above  dividend 
requirements  to  give  assurance  that  dividends 
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will  be  maintained.  Such  surplus  earnings 
when  returned  to  the  properties  are  not  lost 
to  the  public,  for  they  take  the  place  of  in- 
creased capitalization  upon  which  dividends  or 
interest  would  have  to  be  paid. 

In  brief,  the  situation  in  the  last  ten  years 
has  not  been  such  as  to  attract  capital  to  the 
railways  in  the  amounts  required  to  enable  the 
companies  to  plan  for  the  future  in  an  adequate 
manner.  They  have  borrowed  large  sums  for 
immediate  needs,  but  traffic  grows  very  fast  in 
this  country,  and  to  make  proper  provision  for 
it,  and  do  so  economically,  expenditures  should 
be  made  in  advance  of  immediate  needs.  Such 
expenditures  cannot  be  made  unless  present 
earnings  show  a  reasonable  surplus  above  cur- 
rent requirements.  The  upshot  is  that  in  the 
face  of  a  great  emergency  the  railway  facilities 
of  the  country  are  not  equal  to  the  demands 
upon  them.  Moreover,  with  the  government 
taking  all  the  capital  in  sight,  and  with  con- 
struction and  operating  costs  mounting  higher 
and  higher,  the  outlook  for  an  adequate  pro- 
gram of  development  in  the  future  is  not  en- 
couraging. 

Co-ordination  Instead  of  Competition. 

No  matter  what  mistakes  have  been  made  in 
the  past,  or  who  is  most  to  blame  for  them, 
it  is  time  now  for  everybody  to  look  at  the 
country's  transportation  problem  with  large 
vision.  What  men  do  under  the  pressure  of  an 
emergency  by  common  consent  often  shows 
the  way  to  permanent  reforms.  The  Federal 
reserve  banking  organization  has  followed  and 
developed  the  general  plan  of  Clearing  House 
co-operation — which  the  bankers  hurriedly 
conceived  and  adopted  in  the  face  of  panic. 
And  so  upon  the  entrance  of  this  country  into 
war,  the  officials  of  the  leading  railways,  real- 
izing the  absolute  necessity  of  getting  more 
service  out  of  the  railways  than  they  were 
capable  of  giving  if  operated  independently, 
turned  the  management  of  all  of  them  over  to  a 
central  board  with  full  powers  to  operate  them 
as  one  system.  That  idea  has  been  developed 
until  the  competing  interests  of  the  individual 
companies  in  current  traffic  has  been  prac- 
tically lost  sight  of. 

This  is  revolutionary,  not  only  from  the 
standpoint  of  the  railways  but  from  the  stand- 
point of  the  public.  It  has  been  the  theory  of 
all  our  legislation  that  the  railways  must  be 
made  to  compete,  but  when  we  face  the  neces- 
sity for  the  highest  efficiency  it  is  found  that 
they  must  work  together.  Opinions  change 
rapidly  when  there  are  no  alternatives.  Con- 
gress will  doubtless  be  asked  this  winter  to 
legalize  the  co-operative  methods  which  have 
been  put  into  effect,  at  least  for  the  period  of 
the  war,  but  the  gains  which  are  demonstrated 
by  a  closer  integration  of  the  transportation 
service  should  never  be  abandoned. 


Constructive  Program  Wanted. 

The  country  needs  a  broad  constructive  pro- 
gram for  the  transportation  service,  and  all 
parties  at  interest  should  co-operate  in  its  de- 
velopment. The  amount  of  new  work  which 
can  be  done  in  war  time  is  limited,  but  nothing 
could  give  assurance  of  general  prosperity 
after  the  war  like  a  plan  for  railway  develop- 
ment. The  plan  should  begin  at  the  terminals, 
which  is  the  point  of  weakness  now,  and  make 
ample  provision  for  the  expansion  of  traffic  and 
the  accommodation  of  all  roads.  It  should  in- 
clude docks  and  harbor  improvements,  and  the 
equipment  and  connections  necessary  to  utilize 
and  correlate  the  inland  waterways  with  the 
railway  system.  The  old  hostility  of  the  rail- 
ways to  the  waterways  should  cease,  and  their 
facilities  should  be  linked  up.  The  rivalries  of 
rail  systems  should  be  subordinated  to  the  gen- 
eral purpose  of  affording  the  best  facilities  to 
the  public  in  the  most  economical  manner.  It 
is  probable  that  in  some  cases  the  interests  of 
the  public  would  be  served  by  an  amalgama- 
tion of  railway  systems,  by  which  weak  lines, 
which  standing  alone  are  unable  to  compete  in 
character  of  service  with  strong  rivals,  would 
be  taken  over  by  the  latter.  In  this  manner 
the  credit  and  earning  power  of  the  strong 
lines  would  be  used  to  equalize  service  at  rea- 
sonable rates,  to  all  sections.  The  difficulties 
of  such  a  policy  would  be  very  much  less  now 
than  in  the  past  because  of  the  low  market 
values  which  have  ruled  for  railway  shares  in 
recent  years.  The  owners  of  railway  shares 
are  more  interested  in  having  values  stabilized 
and  moderate  earnings  assured  than  in  con- 
tending for  any  monopoly  values  which  favor- 
able location  or  superior  terminals  have  given 
them. 

The  effect  upon  the  business  situation  of  an 
extensive  program  of  construction  work  to  fol- 
low the  war  is  a  consideration  not  to  be  valued 
lightly.  A  state  of  hesitation  and  depression 
in  the  transition  period  would  cost  the  country 
enough  to  pay  for  a  vast  amount  of  useful 
work. 

In  order  to  give  the  element  of  certainty  re- 
quired for  such  a  comprehensive  plan,  in  the 
present  state  of  railway  credit,  and  to  obtain 
the  desired  psychological  effect  in  the  business 
world,  it  would  be  necessary  to  have  the  co- 
operation of  the  government,  possibly  to  the 
extent  of  a  grant  of  credit.  The  government, 
having  control  of  the  charges,  would  be  safe  in 
giving  such  assistance,  and  the  economies  ef- 
fected would  provide  the  income  for  interest 
and  a  sinking  fund  to  retire  the  securities  that 
were  issued.  It  would  be  essential,  however, 
to  the  success  of  the  policy  that  the  owners  of 
railway  shares  should  be  assured  that  new 
obligations  ahead  of  the  stock  would  not  be  to 
the  detriment  of  the  latter. 


Qovemment  Ownership. 

TTie  objection  to  a  proi>osal  lor  government 
assistance  to  the  roads  is  that  in  some  quarters 
it  will  stimulate  the  agitation  for  government 
ownership  and  management.  It  will  be  said 
that  if  the  government  is  to  aid  the  roads  it 
should  own  them,  but  that  does  not  necessarily 
follow.  It  is  not  suggested  that  the  govern- 
ment should  aid  the  companies  for  the  sake  of 
their  shareholders,  but  because  the  railway 
problem  has  become  national  in  its  scope  and 
interest,  and  because  the  government,  by  its 
exercise  of  control  over  charges,  is  an  essential 
factor  in  it.  The  attitude  of  the  government 
affects  the  ability  of  the  companies  to  finance 
themselves  on  the  scale  required. 

The  people  who  advocate  government  owner- 
ship do  so  of  course  in  the  belief  that  transpor- 
tation costs  to  the  public  would  be  reduced, 
but  such  a  result  would  be  contrary  to  all  ex- 
perience in  governmental  management.  Fur- 
thermore, and  most  important  of  all,  it  over- 
looks the  value  of  individual  ownership  in 
stimulating  enterprise  and  improvement  in  the 
development  of  the  transportation  system. 
There  is  opportunity  for  initiative  and  in- 
vention in  railway  operations  as  elsewhere. 
Changes  are  constantly  being  made.  They  have 
been  revolutionary  in  this  country  in  the  last 
twenty  years.  The  improvement  of  locomo- 
tives in  the  last  five  years  has  been  remark- 
able. This  progress  is  stimulated  by  the  ef- 
forts of  the  companies  to  reduce  tlieir  expenses 
and  save  money  to  the  stockholders,  and  it  is 
a  most  significant  fact  that  the  privately 
owned  railways  of  the  world  lead  the  govern- 
ment-owned railways  in  the  adoption  of  such 
improvements. 

Germany  affords  an  instructive  comparison 
in  the  efficiency  of  state  and  private  manage- 
ment. The  German  people  have  shown  great 
enterprise  and  efficiency  in  their  private  indus- 
tries, but  not  in  tlie  conduct  of  the  state 
railways.  Mr.  VV.  M.  Acworth,  an  English 
authority  upon  railways,  who  was"on  this  side 
in  the  early  part  of  the  year,  serving  as  a  mem- 
ber of  the  special  Canadian  Commission  upon 
railways,  was  invited  to  appear  before  the 
Senate  Committee  on  Inter  State  Commerce  at 
Washington,  which  was  considering  the  rail- 
way question.  He  referred  incidentally  to  the 
Prussian  railway  system  as  follows: 

"While  American  companies  have  revolutionized  their 
equipment  and  methods  of  operation,  Prussia  has  clung 
to  old  equipment  and  old  methods.  This  is  typical.  In 
all  the  history  of  railway  development  it  has  been  the 
private  companies  that  have  led  the  way,  the  State  sys- 
tems that  have  brought  up  the  rear.  Railroading  is  a 
progressive  science.  New  ideas  lead  to  new  inventions, 
to  new  plant  and  methods.  This  moans  the  spending  of 
much  new  capital.  The  state  official  mistrusts  ideas, 
pours  cold  water  on  new  inventions  and  grudges  new 
expenditure.  In  practical  operation  German  railway 
officials  have  taught  the  railway  world  nothing.  It 
would  be  difficult  to  point  to  a  single  important  inven- 
tion or  improvement,  the  introduction  of  which  the 
world  owes  to  a  state  railway." 


The  argument  for  government  ownership  is  a 
purely  theoretical  one.  It  assumes  that  the  roads 
will  lj€  oiJerated  by  the  government  as  efficiently 
as  under  private  management,  but  the  conditions 
arc  against  that  result.  There  is  a  mystery  about 
the  jMJwcrs  of  the  govemiTieiit  which  is  mislead- 
ing to  many  people.  The  government  has  the 
power  that  goes  with  authority,  but  it  docs  not 
have  the  ability  to  operate  a  farm,  a  factory  or 
a  railroad  more  economically  than  private  own- 
ers. On  the  contrary,  the  conditions  under  which 
public  business  must  be  done  place  government 
operations  at  a  disadvantage.  There  is  a  division 
of  authority  and  responsibility,  and  a  want  of 
continuity  in  policies,  which  prevent  the  best  re- 
sults. The  final  authority  is  with  Congress,  a 
constantly  changing  and  cumbersome  body,  and 
everybody  below  Congress  works  under  limita- 
tions. The  conservation  policy  which  keeps  our 
great  resources  in  water-power  tied  up,  illustrates 
how  confusion  of  councils  paralyzes  public  ad- 
ministration. The  highest  officials  serve  short 
terms,  and  subordinates  hold  for  life,  with  pro- 
motions under  the  general  rule  of  seniority. 
Precedent  is  of  enormous  iinportance,  because 
the  official  who  follows  it  is  protected  from  criti- 
cism, while  one  who  introduces  innovations 
assumes  the  risks  of  failure  without  the  prospects 
of  personal  reward. 

In  short,  the  qualifications  of  the  government 
are  much  better  for  supervision  and  criticism 
than  for  initiative  and  management.  The  gov- 
ernment's oversight  and  authority  are  needed  in 
dealing  with  the  railway  situation,  but  it  is  not 
necessary  for  the  government  to  assume  all  the 
functions  of  a  proprietor.  The  most  economical 
and  satisfactory  results  will  be  gained  by  com- 
bining public  supervision  and  co-operation  with 
the  flexibility  and  ctTiciency  that  are  best  obtained 
imder  private  adininistration. 

Heneral  Business  Conditions. 

The  fact  that  the  railways  are  handling 
more  traffic  and  that  coal  consumption  is  in- 
creasing shows  that  industry  is  still  expanding, 
notwithstanding  the  difficulties  that  hamper  it. 
Interest  centers  in  the  ability  of  the  railways  to 
move  the  business  offered  to  them.  I'or  two 
years  the  industries  have  been  at  work  enlarging 
their  capacity ;  but  the  physical  capacity  of  the 
railways  has  been  but  slightly  increased  in  that 
time.  By  improving  the  operating  organization 
and  pooling  equipment  the  roads  have  increased 
their  efficiency,  but  their  track  and  terminal 
capacity  is  limited  and  they  are  short  of  locomo- 
tives and  cars.  The  locomotive  builders  are 
largely  occupied  with  orders  for  Russia  and 
France,  and  the  car  shops  are  operating  at  only 
about  one-half  of  their  capacity,  for  want,  it  is 
said,  of  steel.  In  the  present  situation,  however, 
this  is  little  encourageinent  for  any  of  the  in- 
dividual companies  to  order  cars.  A  company 
has  no  'control  over  its  own  cars  and  docs  not 
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have  any  more  for  use  because  it  owns  a  great 
many.  The  remedy  is  clearly  to  be  found  in  a 
central  supply  of  cars  owned  either  by  an  in- 
dependent corporation  in  which  the  railways  are 
stockholders  or  by  the  government.  Hnudreds 
of  new  coal  mines  have  been  opened,  but  few 
of  the  mines  are  operating  to  capacity — for  want 
of  cars.  The  shortage  of  coal  cuts  down  the 
production  of  many  of  the  industries,  and  the 
shortage  of  coke,  which  is  acute  for  the  same 
reason,  is  seriously  limiting  the  production  of  pig 
iron.  The  demand  for  iron  would  take  several 
times  the  output  of  the  furnaces,  which  again 
shows  how  the  vital  capacities  of  the  country 
are  being  restricted.  The  industries  cannot  ex- 
pand beyond  the  limits  fixed  by  the  supply  of 
pig  iron,  coal  and  railway  service.  If  govern- 
ment funds  can  be  used  to  remedy  this  situa- 
tion it  will  be  the  most  effective  use  to  which 
at  this  time  they  can  be  applied.     Here  is  the 


narrow  place  in  the  road,  and  if  it  can  be 
widened  the  energies  of  the  country  will  produce 
immensely  greater  results. 

Branches  in  South  America. 


A  branch  of  this  Bank  was  opened  November 
at  Caroccos,  Venezuela.  This  is  the  eighth 
branch  in  South  America. 


The  American  International  Corporation  has 
taken  over  the  old  house  of  G.  Amsinck  &  Co., 
New  York,  founded  in  1856,  commission  traders, 
operating  mainly  in  Latin  America.  The  firm 
is  a  leading  one  in  its  line,  having  an  annual  turn- 
over of  about  $30,000,000  and  about  4,000  corre- 
spondents. The  business  has  been  acquired  as  in 
line  with  the  plans  of  the  National  City  Bank  and 
American  International  Corporation  for  the  ex- 
pansion of  American  trade. 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  NOVEMBER  23,  1917. 

(In  Thousands  of  Dollars) 


BSSOUSCKS 

Gold  coin  and  certificates 

in  vault 

Gold  Ei-ltloment  Fund. . 
Gold  with  foreiien  agencies 

Total  itold  held  by  hanks 
Gold  Willi  Federal  Keserve 

AncntD- 

Gold  Kedemptiou  Fund. 

Total  eold  reserves.. 

Leiral  tender  notes,  Silver, 

etc 


Total  Resorvcs 

Bills  discounted,  Members 
Bills  bougbtinopenmark't 

Total  Mils  on  hand 
U.  S.  Govcmm't  long-term 

secarlties 

U.S.  Oovemm't  short-term 

securities 

Municipal  Warrants 


Total  Eamlns  Assets 
Due  fr.  other  F.  K.  Uks.  net 
Uncollected  Items. 


Totsl  dednrtion  from 

gross  deposits  

Uredemptlonfnnd  against 

F.  K.  bank  notes 

All  other  resources 

TOTAL  RESOURCES.. 


I^lAaiL.lTIEa 


Capital  Paid  in 

(fovernmeut  Ui-posits.. 
Due  to  members 

sccount 

Due  to  nonmember  banks 

clearing  acc't. 
fol  lection  Items. 
Due  to  other  F.  U.  Uk's  net 

Total  Gross  Deposits 

F.  U.  Notes  in  actual  circu- 

l.ilion 

F.  U.  Hank  Notes  in  circu- 
lation, net  liability 

All  nlhrr  liabilities  Incl. 
Foreign  Govern *t  credits 

TOTAL  I.TABILmES 


Boston 

31.698 
6.016 
3.675 


41,388 

30.i6I 
1000 


72,850 
5J62 


78.212 
37374 
30.234 


67,808 

610 

2.456 


16.222 


165  306 


S.TDl 
7,292 

78,715 


599 

lejos 


N.Y. 

333.776 
28.666 
18.112 


380,554 

I74.GS8 
5000 


559,612 
42.658 


602.270 
351.111 
50340 


401,431 
2,180 

26.122 

i.uiy 

430  770 
9.614 
60.973 


70,487 


1.103  J27 


18.028 
31,292 

657J)97 

10  973 
52.(iM 


731,456 
331,167 

2.876 
1.103527 


Phils.    Clev'd    Rleh'd  Atlanta  Chicago    St  Louis  H'npl's 


21,106 
40.511 
_3.67S 

65,292 

50,644 
9  0 


1.023 


48318 

550 

2,858 
<4 

51,970 
30.636 


30.636 


200315 


5.590 
4,227 

82,623 


27.285 
7.093 

121,228 
73,151 


29.073 

50.490 

4725 

84,288 

48,121 
31 


132,440 
679 


133,119 
30.149 
31.082 

61,231 
8,053 


24,537 


231.776 


6.751 
28363 


104,785 


78 
16,815 


130,241 
74,687 


6.144 

40.417 

1.837 


48398 
31.940 

bn 

80,932 
158 


20.613 


35 


134  973 


3.585 
12,220 

42,257 

16.469 
_9,063 

80,009 
51379 


546   97^ 

2D0  515 '231.776  I  134,973 


5.551 

13,545 

1375 


20,671 


43351 
573 


65,095 
305 


65,4C0 
12  6:3 
4.727 

17380 

897 

5,383 
2,8 

23,938 

171 

17.121 


17,292 


100 


106.730 


2.665 
3,196 


34,673 


4f5 
9,137 


47,491 
56,574 


33  900 
72,007 
7.350 


113,257 

81,692 
*62_ 

195,411 
2,162 


197,573 

97,805 

_5.949^ 

103,754 
21,007 
3,779 


123.540 
10.109 
44.022 


54,131 


380J244 


8.603 
40,674 

159,931 

5984 
27,807 


234396 
137,024 


221 


106.730     380.244 


5362 

25.640 

2.100 


33,102 

38,847 
754 


72,703 
614 


73317 
17.334 
7.786 


25,120 
2333 
1,693 


29,046 
16.898 


16398 


_1.470_ 
120.731 


3.444 
1,705 

46,682 

482 
13592 
3.894 


66,355 
50,932 


120,731       100,730 


14,234 
15.894 
2.100 


32,228 

29,325 
595 


62,148 
310 


62.458 
10.262 
9  014 

19306 

1,860 

1,810 
25 


14,291 


930 


100,730 


2  581 
7,132 

41.271 

36 
4.614 


53.053 
45,0% 


Kas.Cit7    Dallas    S.FVsco       Total 


3.988 

30.443 

2,625 


37.056 

30.186 
514 


67,756 
37 


67,793 

33.122 

4336 


37.658 
8,849 
2322 


48,729 

8.689 

24,410 


33,099 
400 


150,021 


3.372 
12,753 


69,889 


2 
U,162 


94,806 

43,599 

8000 

244 

150,021 


12,531 

27304 

1.838 


41,873 


29.039 
1.035 


71,947 
528 


72.475 

8,375 

J0318 

19,193 

3,972 

2,654 
46 

25,865 
J7.277 

17,277 

137 
699 


116353 


2.783 
11,048 

46395 


6,915 
1803 


66,161 
47,409 


116.353 


32,682 

35,529 

2  888 


71,099 

35,784 
41 


106,924 
222 


530,045 
386,662 
52.500 


969,207 


623,948 
11.549 


107,146 
18.080 
16.848 


34,928 
2.440 

1,685 


39,053 

896 

20,957 


21,853 
109 


168,161 


4,033 
36,309 


62,330 


4.251 
13,968 


116,858 
47,270 


168,161 


1,604,704 
54,058 


1.658,762 

656,002 

209.905 


10,865,907 
53.962 


57.850 
1,422 


979,141 
b  11,872 
302.525 


314,397 


537 
3.293 


2,956,130 


67,136 
196,411 


1,426,648 


22,291 
215,169 


1,860,519 
a  1,015,892 

8,000 

4.5P0 
2,956,130 


lb) 
(0 


Total  Renerve  notes  In  circulation,  l,OI5.f02. 

Di(fer»nte  betwei  n  net  amounts  due  from  and  net  nmounts  due  to  other  Federal  Reserve  Banks.  11,872:  The  Gold  Reserve  aeainst 

net  depoxit  Liabilities  is  62. M:  (!old  an. I  lawiul  money  reserve  attalnst  uet  deposit  liabilities  66.15.      Gold  Keserve  against  Federal 

Reserve  Notes  in  actual  circulation,  62.6*. 

Bills  i^isrounted  and  boueht:  municipal  warrants :  1—15  days  527,138;  16—30  days  66,300;  31-60  days  147,035;  61-90  days  121,132;  over 

90  days  5,724.    Total  867.329. 

THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"City  BanK  Service." 


I  ^HE  Income  and  War  Excess  Profits  Tax  laws  involve  many 
-'-    perplexing  problems  for  the  business  man.     To  aid  in  the  solu- 
tion of  these  problems  The  National  Cfty  Companv  has  organized 
a  complete  Tax  Department  under  the  supervision  of  experts. 

This  department  has  already  published  the  following  literature 
on  this  subject  : 

1.  Text  of  the  Tax  Law  fully  annotated  and  indexed 

for  convenient  reference. 

2.  Analyti*  of  the  Law  a*  applied  to  individuals,  part- 

nerships and  corporations, 

3.  Analysis  of  the   Law    as    applied    to    non-resident 

aliens  and  corporations. 

4.  A  chart  showing  the  tax  liability  upon  individual 

net  incomes  ranging  from  $2,000  to  $3,000,000. 

5.  A  phamphlet    of  Examples,  showing  how  the  pro- 

visions  of  the  Income  Tax  Law  are  specifically 
applied. 

Any  of  the  above  will  be  sent  upon  request 

In  addition  to  this  service  the  Company  will  be  glad  to  offer  sug- 
gestions as  to  the  best  methods  of  building  a  reserve  to  meet  the  War 
Tax  payments  on  June  15,  1918. 

The  Company  not  only  deals  in  bonds  and  Short  Term  Notes, 
but  also  handles  a  broad  range  of  Acceptances  which  are  particularly 
suitable  for  the  investment  of  accumulating  reserve  funds. 


Please  mention  key  number  B-62. 


The  National  City  Company 

National  City  Bank  Building,  New  York 


Philadelphia,  P*. 
1421  Chestnut  St. 

PITTSBOSGH,  Pa. 

Farmers  Bank  BIdg. 

Wilkes-Bakre,  Pa. 

Miners  Bank  Bldg. 

Kansas  City,  Mo. 

Republic  Bldg. 

DtNVEit,  Colo. 

First  NaU.  Bank  BId~. 


CORRESPONDENT  OFFICES 


Boston,  Mass. 

10  Sute  Street 

Alsany,  N.  Y. 
Ten  Eyck  Bldg. 
Baltimore,  Md. 

Munsey  Bldg. 

Buffalo,  N.  Y. 

Marine  Bank  Bldg. 

Seattle,  Wasu. 

Hoge  Bldg. 


Chicago,  III. 
137  So.  Ij  Salle  St. 

London,  Ekg. 
36,  Bishopsgate,  E.  C.  2 

Cleveland,  Ohio 
Guardian  Bldg. 

St.  Louis,  Mo. 
Bank  of  Commerce  Bldg. 

Portland,  Ore. 
Railway  Exchange  Bldg. 


San  Francisco,  Cal. 

424  California  St. 

Los  ,\nceL£S.  Cal. 

Hibernian  Bldg. 

Detroit,  Mich. 

Dime  Bank  Bldg. 

Washington,  D.  C. 

74M5th  St  N.  W. 

Minneapolis,  Minn, 

McKnight  Bldg. 


Atlanta.  Ga.  Trust  Co.  of  Georgia  Bldg. 


New  OitLCAHS,LA.,  303  Baronne  Sl 
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ACCEPTANCES 

Month  Page 

Gives  mobility  of  Credit 

Description  of 

Trade  Acceptance  Council 

Jan. 
Jan. 
Jan. 

10 

10 

9 

AGRICULTURE 

Farm  labor  and  machinery 

Country  organization 

Crop  outlook 

Crop  damaged 

Women  on  the  farms 

New  York  State  Patriotic  Farmer's 

Rural  organization 

Aid  from  bankers 

Products  during  the  Civil  War 

Apr. 
Apr. 
June 
July 
Aug. 
Fund      Aug. 
Aug. 
Aug. 
Nov. 

8 
8 
2 

1 
2 
9 
8 
9 
10 

AUSTRIA-HUNGARY 

Races  in 
Internal  weakness 

Nov. 
Nov. 

3 
3 

BANK  CREDIT  AND  BOND  ISSUES 


BANKING  SITUATION 

July  3; 

Feb.  3, 
Jan.    4 
Aug.  1; 

Dec. 
Feb. 
Dec. 

9 
2 
9 

BELGIUM'S  REHABILITATION 

Dec. 

2 

BOLSHEVIKI 

Falsity  of  their  economic  theory 
Treaty  of  Brcst-Litovsky 

Dec. 
Apr. 

5 
2 

BOND  MARKET 

(See  each  month) 

(See  Liberty  Loans) 
Farm  loan  bonds 
United  States  Government  bonds 
Taxing  municipal  bonds 

June 

5 

5 

10 

BRITISH  BANKS 

Mar. 

13 

Consolidation  of 

Four-year  statement  of  the  Bank  of  England 

Apr. 
Feb. 

10 

1 

CANADA 

Bank  consolidations 

Achievements  in  the  war 

Exchange 

Second  Victory  Loan 

Apr. 
Apr. 
May 
Dec. 

10 
11 
10 
14 

CAPITAL  ISSUES  COMMITTEE 

Feb. 

S 

CHASE,    SALMON    P.,    Secretary  of    the 

Treasury  Mar.  2 

CIVIL    WAR 

FinancinK  after  Mar.  2 

Greenback  issues  Mar.  1 

Lessons  from  May  9 

Money  value  after  Oct.  9 

Post-war  experience  Nov.  10 

COAL 

Effect  of  war  on  supply  Jan.  1 

CONSCRIPTION  OF  WEALTH  June  6;  July  7 

CORPORATE  AND  PRIVATE  FINANC- 
ING Feb.  5 

COTTON 

Marketing  of  crop  Sept  3 

Supply  of  cotton  goods  Nov.  6 

CREDIT  Feb.  3;  Sept.  4 

At  the  end  of  the  war  Oct.  4 

Limitations  upon   use  Sept  3 


Month  Page 
CROPS 

See  Agriculture  Apr.      7 

CUNLIFFE  COMMITTEE  Dec.    11 
CURRENCY 
(See  Gold) 

Cunliffe  Committee  report  Dec. 

Gold  supply  Oct. 

Greenbacks                                                 Mar.  1;  Oct. 

Silver  agitation                                          Mar.  1;  Apr. 

Wage  earners  and  a  stable  currency  Oct. 

CZECHO-SLOVAK  STATE  Nov. 

DISCOUNT  RATES 
(See  each  month) 

ESSENTIAL    INDUSTRIES    CORPORA- 
TION 

FABRICATED  SHIP 

FARMING 

(See  Agriculture) 

FEDERAL  FARM  LOAN  BOARD  Feb.  7;  June 

FEDERAL  RESERVE  BOARD 

Earnings  of  reserve  banks  Aug.  7;  Dec. 

Growth  of  membership  Aug. 

Inaugurates  a  weekly  statement  Jan. 

Member  banks,  loans  and  securities  July  3;  Nov. 

Rates  of  Interest  Apr. 

Statement   (see  each  month) 

FEDERAL  TRADE  COMMISSION 

Report  on  profiteering 
FINLAND'S  STATUS 


FIRST     NATIONAL    BANK     OF    NEW 

HAVEN 

Aug. 

FISHER,    PROF.    IRVING,    AND    THE 

GOLD  STANDARD 

Oct 

FORD  IN  MEXICO 

Sept 

FOREIGN  EXCHANGE          Feb.  8;  May  8; 

Sept. 

Abnormal  rates                                       Feb. 

9; 

Nov. 

Foreign  trade 

Nov. 

Rupee  exchange 

Feb. 

Unbalanced  exchange 

Nov. 

FRANCE 

Present  situation 

Dec. 

GENERAL  BUSINESS  CONDITIONS 

(See  each  month) 

GERMANY 

and  the  Morrocan  crisis 

Sept 

and  Russia 

Apr. 

and  Roumania 

Apr. 

J^mbitions 

Nov. 

Community  of  nations 

Nov. 

Constitutional  changes                           Nov. 

2; 

Dec. 

Expansion  after  1871 

Territorial  losses 

Nov. 

World  of  enemies 

May 

GOLD  MINING  COSTS 

Apr. 

GOVERNMENTAL  FINANCE         Jan. 

6- 

Feb. 

Mar. 

12; 

Dec. 

-4 


Month  PaK« 
June     3 


(See  also  Liberty  Loans) 
The  National  Budget 

GOLD 

Holdings  in  1914  and  1918  Dec.  10 

Influences  on  credit  and  prices  Oct.  5 

Professor  Irving  Fisher's  proposal  Oct.  6 

Redistribution  of  gold  Dec.  10 

United  States  holdings  Dec.  10 

Unprofitable  mining  Oct.  S 

GREAT   BRITAIN 
Elections 

New  man  power  act 

War  Expenditures                Mar.  14;  Apr.  10;  May  11 

GUARANTY  OF  DEPOSITS  June  4 

HISTORY  OF  THE  GREENBACKS  Mar.  1 

INDUSTRIAL  AND  FINANCIAL  PROB- 
LEMS ALLIED  Jan.  3 

INDUSTRIES                             July  2;  Nov.  6;  Dec.  1 

Industries  after  the' war  Oct.  4 

Industries  in  Civil  War  Period  Nov.  11 

Organization  June  9 

Profits  in  industries  July  8 

Shoe  machinery  case  June  10 

Steel  capacity  Dec.  14 

The  packing  industry  Aug.  5 

INFLATION  AND  EXPANSION 

Jan.  3;  Feb.  4;  Mar.  9;  Mar 


Dec.     2 
May    11 


Significance  of  expansion 
Definition  of  inflation 


July 
Oct. 


Apr.  '   5 


Feb. 
Sept. 

Dec. 

Jan. 

Dec. 

Jan. 
Jan.  5;  Feb. 
Feb.  7;  May 

Apr. 

June 

Sept. 

Apr. 

Nov. 

Nov. 

Jan. 


INTEREST  UPON  BANK  DEPOSITS 

INTERNATIONAL  BANKING  CORPOR 
ATION 

International  Workers  of  the  World 

ITALY 

Situation  after  the  war 

LAKE  WASHINGTON  CANAL 

LIBERTY   LOANS 

First  and  second,  payments 

First  i»nd  second,  prices 

Third  loan 

Third  loan,  announcement 

Third  loan,  results 

Fourth  loan 

Fourth  loan,  announcement 

Fourth  loan,  results 

Future  loans 

Interest  rates 
LICHNOWSKY'S,  PRINCE,  MEMORAN- 
DUM 
MONEY   MARKET 

Feb.  1;  Mar.  12;  May  7;  June  2;  July 

London  Feb. 

MORGENTHAU,   MR.   HENRY,   STATE- 
MENT ON  THE  WAR  Sept. 

MUHLON,  DR.  WILHELM,  STATEMENT  July 
NATIONAL  DEBTS  Dec. 

NATIONAL    CITY    BANK  IN    PORTO 

RICO  Apr. 
NATIONAL  CITY  COMPANY  IN  JAPAN    Nov. 

PACKING   INDUSTRY  Aug. 

PANIC    OF    1873  Mar. 

PEACE  TERMS  Jan. 

Russia  and  Germany  Apr. 

Roumania  and  Germany  Apr. 

Approaching  peace  Nov. 

POLAND  Nov. 


11 
8 

3 

11 

8 
4 
7 
6 
4 
2 
5 
1 
5 
S 
6 


May     1 


2 
1 

1 
1 

4 

11 

13 
3 
8 
1 
2 
4 
1 

4 


Dec. 
Feb.  4;  Oct. 

11 
4 

Aug. 
Nov. 

3 

14 

,  une 

an. 

Jan.  8;  Feb. 

ir              Nov. 

July 

Apr. 

3 
1 
5 
11 
9 
6 

Dec. 

3 

Aug. 

8 

Dec. 
Apr. 

3 
2 

8 

Aug.  10 
Dec.  14 
Aug.   11 


Month  Page 
POSTAL  BANKS  AND  PARCELS  POST      Dec.    13 

PRICES 

Lord  CunlifTe's  report 
Regulation  of 

PROFITS 

Profiteering 

Social  value  of  private  profits 

RAILROADS 

Authorized  capital  expenditures 

EfTect  of  war  on  service 

Government  control 

Railway  building  after  the  Civil  War 

Railway  investments 

Their  needs 

RECONSTRUCTION  PROBLEMS 

RURAL  ORGANIZATION 

RUSSIA 
Situation  after  the  war 
Treaty  of  Brest-Litovsky 

SENECA  COUNTY,  OHIO 

Organization  of  resources  Aug.     8 

SHOE  MACHINERY  CASE  June  10 

SOCIALISM  July  10;  Sept. 

SOCIETY   OF  SAVINGS,  CLEVELAND, 
OHIO 

STEEL   CAPACITY 

STERLING,  JOHN  W. 

STOCK  FLOTATIONS  IN  THE  MIDDLE 
WEST  July      7 

STREET  RAILWAY  FARES  Oct.     9 

TAXATION 

Effects  upon  export  trade  Nov.   14 

Municipal  bonds,  exception  of  Oct.    10 

New  revenue  bill  Oct.      1 

Penalizing  efficiency  _  Sept.     6 

War  profits  and  profits  on  invested  capital  Sept.     6 

TREASURY  OPERATIONS    Jan.  6;  July  4;  Sept.  4 

Temporary  financing  July  5 

UNITED  STATES  OF  AMERICA 

A  creditor  county  Dec.  5 

WAGES  Nov.  8 

WAR 

(See  Peace  terms) 

America's  participation  Dec.  1 

British  expenditures            Mar.  14;  Apr.  19;  May  11 

Canada's  achievements  Apr.  11 

Dr.  Wilhelm  Muhlon's  revelations  July  1 

Effect  on  industries  Jan.  1;  May  5 
General  situation 

Jan.  1;  Apr.  1;  May  4;  June  1;  Aug.  1 

Government  needs  Jan.  4;  Feb.  3 

Industrial  organization  Dec.  1 

Prince  Lichnowsky's  memorandum  May  1 

Redistribution  of  wealth  July  10 

Responsibility                             May  1;  July  1;  Sept.  1 

The  Necessity  of  Economy  during  the          Sept.  S 

The  public  debt  Oct.  8 

WAR  FINANCE  CORPORATION 

Feb.  6;  Mar.  11;  July  6;  Oct.      9 

WAR   SAVING   STAMPS 

Mar.  13;  Apr.  9;  May  10;  Nov.  13 

Report  of  sales  for  seven  months                     Aug.  3 

Mr.  Vanderlip  retires  from  the  organization  Nov.  13 

Situation  after  the  war                                        Dec.  3 
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The  War  Situation. 

THE  war  situation  has  shown  little 
change  during  the  past  month.  The 
Italian  front  has  been  reinforced  by 
British  and  French  troops,  and 
although  the  German  and  Austrian 
armies  have  gained  some  ground  tlie  advantage 
seems  not  to  be  significant.  On  the  western  front 
no  extended  effort  has  been  made  by  either  side, 
but  the  Germans  are  understood  to  have  strength- 
ened their  forces  from  the  Russian  front  and  it 
has  been  assumed  that  they  are  getting  ready 
for  a  supreme  attempt  to  break  through.  In 
Asia  Minor  the  British  troops  have  driven  the 
Turks  out  of  Jerusalem.  Negotiations  for 
peace  have  continued  between  the  Bolsheviki 
party  in  Russia  and  the  German  authorities  and 
are  still  pending.  On  the  face  of  the  declafa-^ 
tions  exchanged  by  these  parties,  favorable  to 
peace  without  annexations  or  indemnities,  they 
would  seem  to  be  not  an  impossible  distance 
from  the  conditions  laid  down  by  the  Prime 
Minister  of  England  in  a  recent  speech.  The 
latter  called  for  the  restoration  of  territory 
conquered  by  German  arms,  reparation  for  dam- 
age done,  and  proposed  that  the  disposition  of 
the  German  colonies  and  of  the  territory  within 
the  war  zone  in  Asia  be  determined  by  the 
Peace  Congress,  with  the  exception  of  Pales- 
tine and  Armenia,  which  the  Prime  Minister 
said  would  not  be  returned  to  the  Turk.  These 
are  definite  terms,  and  go  far  enough  to  show 
that  the  Allies  are  not  bent  upon  the  destruc- 
tion of  the  German  nation.  President  Wilson 
has  made  clear  at  every  step  that  this  country 
has  no  selfish  purpose  to  serve.  It  is  demand- 
ing neither  territory  nor  indemnity.  The  es- 
sential purposes  with  it  are  to  vindicate  the 
rights  of  its  citizens  under  long  recognized 
principles  of  international  law,  to  re-establish 
those  principles  of  public  right  in  the  life  of  the 
world,  and  to  restore  peace  upon  a  just  and 
permanent  basis.  With  the  Allies  the  chief 
consideration  undoubtedly  is  to  secure  guar- 
antees that  the  world  shall  be  made  safe  in  the 
future  from  the  aggressive  policies  of  the  Ger- 
man military  autocracy. 
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New  York,  January,  1918. 

The  War  Grip  Tightening. 

The  grip  of  war  upon  the  industries  of  the 
country  has  become  more  evident  in  the  past 
month,  the  most  pronounced  demonstration 
being  the  action  of  the  President  in  taking  the 
railways  completely  under  the  government's 
control.  The  railways  are  the  most  important 
single  factor  in  the  industrial  situation ;  every 
other  industry  has  complained  that  it  was  lim- 
ited by  inadequate  transportation  service,  and 
while  this  was  the  case  it  has  seemed  useless  to 
apply  the  spur  in  other  quarters.  The  advent 
of  severe  winter  weather,  which  seriously  re- 
duces the  capacity  of  the  roads,  brought  mat- 
ters to  a  crisis,  and  determined  the  President 
upon  the  course  which  he  has  taken. 

Next  to  railway  service,  coal  is  the  most  vital 
necessity  and  the  supply  of  this  is  so  dependent 
upon  transportation  from  day  to  day  that  when 
the  latter  fails  it  is  difficult  to  say  to  what  ex- 
tent production  is  insufficient.  The  fact  is  that 
according  to  the  figures  compiled  from  month 
to  month  by  the  Geological  survey  the  produc- 
tion of  bituminous  coal  this  year  will  be  ap- 
proximately 50,000,000  tons  greater  than  in 
1916,  when  it  exceeded  all  previous  records. 
There  are  practically  no  stocks  outside  of  con- 
sumers' hands,  and  the  railroads  have  delivered 
this  increased  production.  In  view  of  the  fact 
that  the  industries  were  working  at  full  speed 
throughout  1916  it  seems  remarkable  that  the 
situation  should  be  so  much  more  acute  at  this 
time  than  a  year  ago.  The  draft  for  the  army 
has  reduced  the  labor  supply,  and  the  output 
of  the  iron  furnaces,  which  is  basic  material  for 
many  industries  and  usually  accepted  as  sig- 
nificant of  general  conditions,  has  been  slightly 
less  in  1917  than  in  1916.  Nevertheless,  there 
is  a  serious  shortage  of  coal,  estimated  by 
Director  Garfield  at  50,000,000  tons,  and  not- 
withstanding the  great  importance  of  getting 
full  service  out  of  ships,  hundreds  of  ships  have 
been  delayed  in  Atlantic  ports,  waiting  for  coal. 

It  is  probable  that  over  75  per  cent,  of  the 
iron  and  steel  production  is  directly  or  indi- 
rectly for  war  purposes,  and  perhaps  85  or  90 
per  cent,  of  the  copper.  Lead  production  in- 
creased rapidly  under  the  stimulus  of  high 
prices,  and  the  general  demand  is  now  supplied 
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at  about  6}4  cents  per  pound,  New  York. 
About  45  per  cent,  of  the  woolen  and  worsted 
spindles  are  running  on  government  contracts. 
Gradually  the  war  industries  arc  encroaching 
upon  other  activities,  attracting  men,  getting 
command  of  materials  and  obtaining  a  prefer- 
ence for  such  essentials  as  coal  and  railway 
service.  The  government  has  not  gone  to  the 
point  of  naming  non-essential  industries,  but 
has  adopted  the  policy  of  converting  such  es- 
tablishments, where  practicable,  to  war  work. 
This  deals  with  all  phases  of  the  complicated 
problem  in  the  most  satisfactory  manner.  If 
an  industr>'  whose  product  may  be  classed  as 
a  luxury,  or  at  least  not  in  the  class  of  war- 
time necessities,  receives  a  government  con- 
tract, the  supply  of  the  luxury  is  automatically 
shut  off,  but  the  emploj'ment  of  labor  and  dis- 
bursement of  wages  goes  on  as  before.  The 
new  work  is  taken  to  the  workmen,  instead  of 
their  being  obliged  to  hunt  for  it,  possibly  at  a 
distance  from  their  homes.  The  organization 
remains  practically  intact  instead  of  being 
broken  up.  Normal  conditions  in  the  com- 
munity remain  unchanged,  and  the  general 
policy  is  so  clearly  to  the  economic  advantage 
of  the  country  that  the  government  can  well 
afford,  even  at  some  pains,  to  follow  it,  rather 
than  let  contracts  which  involve  the  creation 
of  new  industries  from  the  ground  up. 

The  War  Task. 

We  assume  that  few  people  are  so  unreflect- 
ing as  to  believe  that  business  can  really  go  on 
"as  usual"  when  the  country  is  engaged  in  a 
g^eat  war,  which  takes  millions  of  men  from 
the  ranks  of  labor  and  requires  millions  more 
to  keep  the  armies  supplied  with  equipment 
and  subsistence. 

The  idea  that  the  person  who  spends  $100 
or  $1  needlessly,  instead  of  lending  it  to  the 
government,  thereby  enables  some  other  per- 
son to  lend  it  to  the  government,  and  so  helps 
more  than  by  lending  it  himself,  is  made  ab- 
surd by  the  mere  statement.  It  is  evident  that 
the  more  the  original  sum  is  passed  around, 
and  the  greater  the  number  of  people  who  must 
be  paid  for  their  services  out  of  it,  the  smaller 
will  be  the  remainder  which  can  possibly  reach 
the  Treasury.  The  sum  cannot  possibly  in- 
crease and  is  constantly  diminished. 

We  take  it  that  most  of  those  who  have 
shown  concern  about  the  effects  of  the  plea  for 
economy  have  been  pleading  for  time  for  busi- 
ness to  readjust  itself  from  peace  conditions  to 
war  conditions,  in  order  that  a  period  of  disor- 
ganization and  confusion  might  not  intervene. 
In  all  discussion  of  the  subject  we  have  recog- 
nized this  plea  and  emphasized  the  desirability 
of  having  the  government  assume  the  task  of 
reorganizing  the  industries.  But  we  have  also 
recognized  that  with  employment  complete, 
wages  high  and  general  prosperity  throughout 


the  country,  trade  was  bound  to  be  in  heavy 
volume,  despite  all  that  might  be  said  for 
economy.  Such  has  been  the  case,  and  proba- 
bly will  continue  to  be.  The  impulse  to  spend 
and  habit  of  spending  do  not  yield  readily  to 
mere  economic  argument. 

However,  now  that  the  holiday  trade  season 
is  past,  and  the  critical  state  of  the  industrial 
situation  and  its  relation  to  our  war  prepara- 
tions is  more  apparent  than  ever,  perhaps  there 
will  be  more  general  recognition  of  the  sober 
truth  that  every  day  lost  in  organizing  the  in- 
dustrial forces  of  this  country  behind  the  army 
means  peril  to  the  allied  cause,  delay  in  getting 
our  army  into  effective  action,  and  prolonga- 
tion of  the  war  with  all  that  means  in  loss  of 
life  and  treasure. 

The  Congestion  of  Industry. 

The  testimony  before  the  Senate  Committee 
shows  that  the  delay  in  securing  clothing  for 
the  army  has  been  due  to  difficulty  in  obtain- 
ing materials,  and  the  consumptive  demands 
of  the  public  have  been  the  chief  factor  in  that. 
The  congestion  upon  the  railways  is  due  to  the 
enormous  business  the  country  is  doing.  The 
country  is  literally  enjoying  an  extraordinary 
state  of  prosperity.  The  farmers  have  gath- 
ered a  crop  estimated  by  the  Department  of 
Agriculture  to  be  worth  $21,000,000,000,  which 
is  double  the  value  of  any  crop  ever  raised 
prior  to  the  war.  Disbursements  for  wages 
are  far  above  those  of  any  previous  time,  the 
numbers  of  workers  employed  being  greater, 
the  time  more  nearly  full  and  the  wages  higher. 
The  expenditure  of  these  widely  distributed 
sums  creates  a  vast  volume  of  trade  and  traffic, 
and  has  put  a  burden  upon  the  railways  which 
in  connection  with  the  war  business  has  been 
more  than  they  could  bear.  An  attempt  has 
been  made  to  give  the  government  certain 
prior  rights,  but  it  is  impracticable  to  shut  off 
private  business  generally  and  the  activity  of 
trade  everywhere  shows  that  it  has  not  been 
shut  off.  It  has  been  going  on,  it  has  been 
taking  up  room  on  the  railways,  and  played  a 
part  in  cutting  down  the  production  of  iron  and 
steel  to  about  75  per  cent,  of  the  capacity  of 
the  works.  This  is  direct  interference  with  the 
work  of  preparing  the  country  for  war. 

The  demands  created  by  the  war  plus  or- 
dinary consumption  are  far  beyond  the  indus- 
trial capacity  of  the  country,  but  owing  to  the 
unusual  flow  of  money  in  circulation,  passing 
through  many  hands,  private  consumption  in 
many  lines  is  probably  greater  than  ever  be- 
fore. It  would  be  so  naturally,  and  will  be  so 
unless  restricted  cither  arbitrarily  or  volun- 
tarily. But  if  it  is  greater  than  usual  how  is 
the  government  to  get  its  work  done?  The 
appropriations  authorized  for  expenditure  this 
year  foot  up  $19,000,000,000,  which,  as  we  have 
previously  pointed  out,  compares  with  $24,000,- 


000,000  as  the  total  value  of  the  output  of  all 
manufacturing  establishments  in  this  country, 
according  to  census  figures,  for  the  year  1914. 
These  figures  are  more  significant  when  it  is 
known  that  they  include  the  products  of  the 
great  meat  packing  industry,  and  other  estab- 
lishments where  the  manufacturing  process  is 
comparatively  slight.  All-inclusive  the  value 
of  the  total  product  in  1914  was  $24,000,000,- 
000.  This  sheds  some  light  upon  the  indus- 
trial significance  of  the  government's  plans 
to  expend  $19,000,000,000  in  one  year.  Allow- 
ance must  be  made  for  higher  prices,  and  for 
expansion  in  capacity  since  1914,  but  in  any 
event  the  comparison  is  startling. 

Industrial  and  Financial  Problems  Allied. 

There  are  a  thousand  schemes  to  enable  the 
Government  to  obtain  money  or  credit — pur- 
chasing power — without  reducing  the  purchas- 
ing ability  of  the  people.  They  are  all  funda- 
mentally in  error,  because  they  overlook  the 
fact  that  the  use  of  purchasing  power  is  limit- 
ed by  the  supply  of  things  to  be  purchased. 

It  cannot  be  too  often  pointed  out  that  the 
industrial  and  financial  problems  of  the  war  are 
closely  allied.  They  are  two  phases  of  one 
problem,  but  it  is  easier  to  see  the  physical  limi- 
tations of  the  industrial  task  than  the  limitations 
upon  the  use  of  credit.  Everybody  can  see  that 
the  speed  with  which  we  can  get  ready  for  war 
is  limited  by  the  supply  of  labor  and  the  capacity 
of  the  workshops,  but  a  great  many  people  over- 
look the  fact  that  when  the  labor  and  shop- 
capacity  of  the  country  are  already  completely 
employed  nothing  more  can  be  accomplished 
by  merely  creating  bank  credit  or  issuing  gov- 
ernment credit  in  the  form  of  money.  Nothing 
can  be  gained  except  as  labor,  materials  and 
shop-capacity  are  released  from  private  use 
and  turned  over  to  government  purposes. 
We  cannot  turn  over  purchasing  power  to  the 
government  and  still  use  it  ourselves.  We  can- 
not put  the  government  in  possession  of  produc- 
tive power  without  curtailing  our  own  use  of  it. 
We  cannot  make  any  serviceable  contribution  to 
the  work  the  government  has  in  hand  without 
curtailing  in  the  same  degree  our  own  demands 
for  labor  and  materials.  In  short,  we  cannot 
help  without  making  sacrifices. 

The  argument  for  inflation  is  succinctly  stated 
in  the  following  paragraphs  from  a  letter  by  a 
correspondent  writing  to  us  on  this  subject: 

You  maintain  that  the  funds  necessary  for  sub- 
scriptions should  be  supplied  entirely  by  the  saving 
process  on  the  part  of  individuals — a  source  which 
I  think  inadequate  to  furnish  the  tremendous  amount 
needed,  especially  as  only  new  savings,  not  the  old 
ones,  already  invested,  can  be  made  available  for 
the  purpose. 

But  in  all  the  belligerent  countries  a  part  of  the 
necessary  funds  was  supplied  by  fiat  money, — the 
increase  of  paper  money  and  of  bank  money 
("money  in  banks").     True,  it  means  inflation,  to 


some  extent.  But  on  the  other  hand  the  vastly  in- 
creased business  activity  requires  additional  money; 
on  the  other  hand,  such  additional  money  would 
consist,  u'ilh  us,  chiefly  of  bank  money,  and  the  in- 
flation of  that  is  not  nearly  so  objectionable  as  that 
of  the  circulation  medium;  in  fact,  it  would  not  mat- 
ter much. 

When  the  writer  says  that  the  savings  of 
individuals  are  not  sufficient  to  finance  the  war 
he  is  thinking  only  of  money  savings.  He  will 
hardly  deny  that  all  of  the  labor  and  supplies 
wh'ch  are  required  for  prosecuting  the  war  must 
be  "saved"  from  private  use  and  consumption. 
This  is  the  vital  saving.  One  way  or  another 
it  must  be  accomplished,  either  by  voluntary 
effort,  with  the  people  turning  their  purchas- 
ing power  over  to  the  government,  or  by  in- 
flation which  diminishes  the  purchasing  power 
of  tlie  people  in  their  own  hands,  until  they  are 
obliged  to  curtail  purchases. 

Expansion  and  Inflation. 

There  is  a  legitimate  expansion  of  industry 
when  the  volume  of  production  and  trade  is  in- 
creased. There  has  been  an  important  degree 
of  such  an  expansion  in  this  country  since  the 
war  began.  But  when  production  reaches  its 
maximiun  and  the  supply  of  the  purchasing 
medium,  either  in  the  form  of  money  or  credit 
goes  on  increasing,  the  result  will  be  that  the 
new  purchasing  power  must  expend  itself  in 
driving  up  prices.  This  is  pure  inflation,  which 
places  the  business  of  a  country  on  a  false  be- 
sis  and  almost  inevitably  ends  in  disaster. 

The  disastrous  effects  would  be  far  more  se- 
rious at  this  time  than  at  any  previous  period  of 
history,  on  account  of  the  great  volume  of  se- 
curities outstanding,  largely  the  obligations  of 
corporations  whose  income  is  in  greater  or  less 
degree  regulated  by  law  or  custom,  so  that  they 
cannot  readily  adjust  their  charges  to  the  value 
of  money.  If  issues  of  paper  money  should  be 
resorted  to,  and  gold  should  go  to  a  premium, 
a  new  and  very  grave  complication  would  re- 
sult from  the  fact  that  these  securities  are 
usually  payable  in  gold.  Corporations  which 
were  obliged  to  buy  gold  at  a  premium  with 
which  to  discharge  their  obligations  would  be 
in  a  precarious  situation  and  the  whole  finan- 
cial community  would  be  involved. 

It  is  said  to  be  impossible  to  carry  on  the 
war  without  inflation,  and  it  is  doubtless  true 
tliat  some  degree  of  it  is  inevitable.  All  coun- 
tries have  it,  and  there  has  never  been  a  war 
without  it.  The  reason  is  that  war  calls  for 
immediate  and  gigantic  preparations,  and  the 
readjustment  of  industry  and  of  habits  of  the 
people  cannot  be  made  at  once.  But  the  more 
promptly  a  people  can  be  brought  to  see  that 
they  must  get  out  of  the  way  of  the  govern- 
ment and  relinquish  labor  and  shop-capacity 
to  government  work,  the  more  quickly  the 
government  will  get  its  full  strength  into  the 
war. 


Oovernnieiit's  Needs  Unlimited. 

There  is  no  limit  to  the  amount  of  man- 
power and  shop-capacity  which  can  be  used. 
Superiority  is  wanted  in  artillery,  in  machine 
guns,  in  aeroplanes,  in  torpedo  boats,  in  ships 
over  submarines,  in  every  arm  of  the  service; 
and  the  greater  the  superiority  of  numbers  the 
sooner  the  war  will  be  over.  We  are  fighting 
with  an  enemy  who  is  organized  to  the  last 
man,  woman  and  child. 

As  the  workshops  are  given  over  to  govern- 
ment use,  private  consumption  will  be  inevita- 
bly curtailed,  and  as  this  occurs  the  people  ob- 
viously will  have  more  money  to  invest  in  the 
government  loans,  thus  enabling  the  govern- 
ment to  assume  its  greater  part  in  industry. 
The  industrial  and  financial  phases  of  the 
problem  are  complementary — they  support 
each  other.  The  country  can  pay  for  all  the 
work  it  can  put  into  the  war,  because  the  war 
work  is  necessarily  surplus  work,  over  and 
above  what  is  required  to  provide  subsistence. 
The  one  thing  it  cannot  do  is  to  go  about  daily 
business  as  usual  and  have  the  government 
fight  the  war  on  its  own  account. 

Some  lines  of  business  are  certain  to  be  se- 
riously affected  by  the  war.  It  will  be  the  part 
of  wisdom  for  those  interested  to  promptly 
recognize  the  fact  and  set  about  adjusting 
themselves  to  it.  In  most  cases  they  will  prob- 
ably find  it  possible  to  so  adapt  their  business 
as  to  render  war  service  of  some  kind.  In 
other  lines  the  volume  will  not  be  reduced, 
although  possibly  it  should  be.  Employment 
will  continue  full,  and  the  amount  of  money  in 
circulation  will  remain  very  large.  The  dis- 
bursements of  the  Treasury  will  be  wide- 
spread, and  it  is  of  the  highest  importance 
that  everyone  shall  lend  his  aid  and  influence 
to  direct  as  much  as  possible  of  this  stream 
back  into  the  Treasury,  thus  accomplishing  a 
twofold  public  service. 

Banking  Situation. 

The  money  market  is  firm,  with  time  money 
at  5}i  to  6  per  cent.  The  best  commercial 
paper  is  offered  at  the  lower  quotation,  and 
collateral  loans  at  the  higher  rate.  Loans  for 
high  class  industrial  corporations,  running  two 
to  three  years  command  7  to  7yi  per  cent. 

The  payments  upon  the  second  Liberty 
Loan  on  December  15th  the  country  over  were 
chiefly  made,  as  heretofore,  by  drawing  on 
New  York  balances.  It  is  estimated  that  80  or 
85  per  cent,  of  all  payments  upon  the  loan  have 
been  made  by  drawing  upon  New  York  funds. 
The  effect  is  to  make  heavy  balances  against 
the  Federal  reserve  bank  of  New  York  in  its 
.settlements  with  the  other  reserve  banks,  and 
in  favor  of  the  New  York  bank  in  its  scttle- 
mentB  with  the  clearing  house.  These  pay- 
mcote  are  so  large  that  in  order  lo  avoid  dis- 


turbance the  Federal  Reserve  Board  has  been 
asking  some  of  the  reserve  banks  of  the  in- 
terior to  take  paper  from  the  eastern  reserve 
banks  instead  of  collecting  gold  through  the 
settlement  fund  at  Washington  and  they  have 
been  glad  to  do  so. 

The  total  of  bills  rediscounted  and  bought 
in  the  open  market  held  by  all  Federal  reserve 
banks  was  $961,911,000  on  November  30th  and 
$956,076,000  on  December  28th.  The  loans 
and  discounts  of  the  clearing  house  banks  of 
New  York  were  $4,838,935,00Q  on  December 
1st  and  $4,118,775,000  on  December  29th. 

Monetary  conditions  over  the  country  re- 
main about  as  in  recent  months  with  funds 
supplied  for  current  needs,  and  little  demand 
except  for  handling  the  regular  exchange^  and 
war  business. 

In  the  Middle  West  there  was  an  extraordi- 
nary demand  for  credit  in  November  and  early 
December  from  farmers  for  the  purpose  of  buy- 
ing cattle  and  hogs  to  feed  upon  soft  com,  of 
which  there  was  a  great  quantity.  These  loans 
will  not  mature  until  the  spring  months  or 
early  summer.  On  the  other  hand,  there  was 
a  heavy  movement  of  cattle  out  of  parts  of 
Texas  on  account  of  drought,  and  throughout 
the  South  generally  the  banks  have  been  buying 
commercial  paper  more  liberally  than  in  even  nor- 
mal times.  In  the  manufacturing  districts  the 
banks  are  loaned  up  close  and  resorting  freely 
to  the  Federal  reserve  institutions.  The  need 
for  credit  is  greatly  increased  by  the  high 
level  of  inventory  values  and  the  slow  move- 
ment of  materials  and  goods  in  transportation. 
Federal  reserve  discount  rates  have  been  gen- 
erally advanced.  At  the  New  York  bank  the 
rate  on  commercial  paper  of  more  than  1 5  days 
maturity  is  now  4j/$  per  cent.;  under  15  days 
3ji/$  per  cent. ;  on  paper  secured  by  Liberty 
bonds  and  Treasury  certificates,  4  per  cent. ; 
bankers'  acceptances,  4  per  cent. 

With  importations  of  gold  practically  at  an 
end,  reserves  are  no  longer  building  up  as  in 
the  first  two  years  of  the  war,  and  with  credits 
expanding,  money  is  bound  to  be  close  while 
the  war  demands  last.  The  percentage  of  re- 
serve in  the  twelve  Federal  Reserve  banks 
against  both  deposit  and  note  liabilities  is  63.6, 
which  of  course  is  more  than  abundant  for  the 
maintenance  of  gold  payments.  The  reserve 
of  the  Bank  of  England  has  not  been  above  20 
per  cent,  for  more  than  a  year,  but  nobody 
thinks  gold  is  likely  to  go  to  a  premium  in  Lon- 
don. The  objection  to  a  continued  expansion 
of  credit  by  the  Federal  Reserve  banks  now  is 
that  it  will  mean  inflation  with  all  that  infla- 
tion signifies. 

The  Liberty  Loans. 

After  the  payments  made  on  December  15th, 
only  $60,400,000  remained  unpaid  of  the 
$1,163,000,000   of    the    Second    Liberty    loan 


allotted  to  the  New  York  district,  and  at  the 
close  of  business  December  29th  the  Treasury 
had  received  $3,336,982,600  of  the  entire  loan 
of  $3,808,766,150,  although  40  per  cent,  does 
not  come  due  until  January  15,  1918.  This  is 
rapid  payment,  considering  that  it  has  been 
made  in  the  tightest  season  of  the  year.  More- 
over, the  payment  h^  occasioned  only  moder- 
ate demands  upon  ■tTie  banks,  as  shown  by 
figures  given  below. 

The  Federal  Reserve  Board  has  inaugurated 
the  compilation  of  a  weekly  statement  show- 
ing the  condition  of  member  banks  located  in 
the  central  reserve  and  reserve  cities  and  cer- 
tain other  important  cities.  It  is  a  commend- 
able innovation,  especially  at  this  time,  when 
it  is  desirable  to  follow  closely  the  changes  in 
banking  conditions.  It  is  stated  that  the  mem- 
ber banks  reporting  represent  approximately 
80  per  cent,  of  the  reserve  deposits  in  the  Fed- 
eral reserve  banks,  so  that  their  figures  for 
loans,  deposits,  etc.,  may  be  accepted  as  fairly 
representative  of  the  banking  situation  in  the 
country. 

The  first  of  the  statements  was  for  Decem- 
ber 7th,  and  the  figures  for  that  date  and  for 
December  28th  are  given  below. 

Dec.  7  Dec.  21 

(607  banks)  (614  banks) 

U.  S.  securities  owned $1,763,125,000  $916,047,000 

Loans    secured    by    U.    S. 

bonds   and   certificates...     373,517,000  401,182,000 

All  other  loars  and  invest- 
ments .   9,542,255,000  9,651,387,000 

Reserve  with  Federal  rcs've 

banks 1,137,765,000  1.089,127,000 

Cash  in  vault 388,228,000  364.156,000 

Ket    demand    deposits    on 

which  reserve  is  comp'd.  8,390,965.000  8.160.757,000 

Time  deposits  1,259,906,000  1,228,939,000 

The  reduction  in  holdings  of  United  States 
securities  is  largely  due  to  the  payment  of 
Treasury  certificates,  but  in  part  to  disposal  of 
Liberty  bonds. 

The  holdings  of  government  bonds  by  all 
national  banks  on  May  1st,  1917,  before  any 
Treasury  certificates  or  Liberty  bonds  were 
issued,  were  $7(38,114,000.  The  figures  for 
December  7  and  21  do  not  include  all  national 
banks,  but,  on  the  other  hand,  they  include  the 
large  state  banks  and  trust  companies  which 
have  joined  the  Federal  reserve  system. 

The  figures  for  loans  are  net,  not  including 
re-discounts  with  the  Federal  reserve  banks. 
The  total  amount  of  re-.discounts  secured  by 
Liberty  bonds  held  by  Federal  reserve  banks 
on  December  21st  was  $142,600,000. 

This  must  be  regarded  as  a  very  satisfactory 
showing,  after  the  distribution  of  $5,808,000,000 
of  the  Liberty  bonds  and  $690,000,000  of 
Treasury  certificates.  One  year  ago  nobody 
would  have  thought  such  a  distribution  pos- 
sible without  a  greater  use  of  bank  credit.  The 
expansion   directly  due   to  the  government's 


borrowing  has  not  been  so  great  as  the  expan- 
sion which  has  resulted  indirectly  from  the 
government's  orders  distributed  among  the 
industries.  The  effort  to  get  these  orders 
filled,  with  thousands  of  establishments  bid- 
ding for  labor  and  materials  against  the  wants 
of  private  consumers,  and  against  each  other, 
has  forced  up  costs  and  made  it  necessary  to 
use  more  credit  in  the  conduct  of  all  business. 

Liberty  Bond  Prices. 

Liberty  bonds  have  continued  to  come  on 
the  market  in  sufficient  amounts  to  prevent  a 
recovery  of  prices  during  the  month.  The 
3^s  are  selling  slightly  under  98.50  and  the 
4s  have  been  ranging  from  97  to  97%.  It  is 
evident  that  there  was  a  considerable  amount 
of  deliberate  over-subscription,  with  the  in- 
tention of  selling,  and  that  this  was  encour- 
aged by  solicitors.  Interest  was  centered  upon 
making  up  the  local  quotas  and  persons  were 
urged  to  subscribe  upon  the  theory  that  the 
bonds  would  have  a  broad  market  and  could 
be  sold  either  at  par  or  with  only  a  slight  loss. 
In  many  instances  the  seller  expresses  himself 
as  satisfied  to  take  a  loss,  as  the  cost  of  doing 
his  "bit"  for  the  government,  not  realizing  that 
there  are  any  further  consequences. 

It  is  important  that  there  shall  be  a  better 
understanding  upon  this  point  the  country 
over.  After  such  a  campaign  as  the  last  one 
has  been  carried  on  in  every  city  and  village 
for  weeks  it  is  impossible  that  there  should  be 
a  large  unsatisfied  demand  for  the  bonds. 
When  the  war  comes  to  an  end,  and  the  issues 
cease,  the  floating  supply  of  bonds  will  be  soon 
absorbed,  and  the  price  probably  go  to  a  prem- 
ium, but  the  market  will  not  take  them  under 
present  conditions  except  at  a  discount.  More- 
over the  seller  at  a  discount  has  done  some- 
thing more  than  make  a  small  personal  sacri- 
fice. He  has  disturbed  the  market  for  govern- 
ment bonds,  and  affected  the  outlook  for  future 
issues.  It  is  hoped  that  the  rate  will  not  have 
to  be  raised,  not  only  because  a  higher  rate 
will  increase  the  cost  to  the  government,  but 
because  it  will  have  an  unfavorable  effect  upon 
the  capital  value  of  all  outstanding  securities 
and  investments.  But  can  the  government 
place  another  issue  of  4  per  cents,  at  par  when 
the  last  issue  is  selling  on  the  market  at  several 
points  below  par?  Each  individual  who  sells 
government  bonds  below  par  is  exerting  an 
influence  which  may  compel  a  higher  rate  in 
the  future,  and  a  relatively  small  aggregate 
of  sales  may  cost  the  government  very  heavily, 
if  the  rate  must  be  higher  on  a  large  issue  run- 
ning over  a  term  of  years. 

It  is  suggested  that  somebody  should  "sup- 
port" the  market,  but  who  knows  what  the  out- 
come of  that  would  be?  The  subscribers  to 
these  bonds  were  actuated  very  largely  by  a 


sense  of  patriotic  duty,  and  most  of  them  are 
keeping  the  bonds  in  obedience  to  that  senti- 
ment, but  if  there  was  an  apparently  free  mar- 
ket at  par  for  them,  indicating  that  they  were 
actually  wanted  at  that  price,  the  offerings 
might  be  very  large.  Thousands  of  people 
might  be  glad  to  put  themselves  in  position  to 
subscribe  to  the  next  loan,  or  to  use  their  cap- 
ital otherwise. 

After  a  large  flotation  it  is  inevitable  that 
many  subscribers  will  find  it  necessary  to  sell 
out,  and  there  should  be  no  obstacle  to  their 
doing  so  or  criticism  upon  them,  but  it  is  a 
mistake  to  encourage  subscriptions  without 
any  bona  fide  intention  to  take  and  pay  for  the 
bonds.  The  campaign  for  subscriptions  is 
necessarily  strenuous;  it  must  be  urgent;  but 
the  purpose  of  it  is  to  supply  the  government 
with  means  to  carry  on  the  war.  Nothing  is 
accomplished  by  subscription  lists  which  mean 
anything  less  than  this.  People  should  be 
urged  to  subscribe  with  the  intention  of  econo- 
mizing to  the  point  of  sacrifice  to  help  the  gov- 
ernment through.  As  we  have  repeatedly 
sought  to  emphasize,  the  reduction  of  individ- 
ual purchases,  of  individual  demands  upon 
labor  and  materials,  is  just  as  important  as 
putting  money  in  the  Treasury.  We  must  get 
down  to  the  bare,  hard  facts  of  this  war  situa- 
tion. 

It  would  be  an  admirable  move  for  the 
subscription  committee  in  each  locality  to  give 
some  attention  to  the  subscriptions  which  can- 
not be  carried  through  and  endeavor  to  replace 
them  in  the  same  locality.  This  would  relieve 
the  New  York  market  of  offerings  from  all 
parts  of  the  country. 

Another  practice  which  although  doubtless 
well  intended  works  out  undesirable  results, 
is  that  inaugurated  by  merchants,  of  advertis- 
ing to  receive  Liberty  bonds  in  exchange  for 
merchandise.  If  trade  can  be  attracted  in  this 
manner  a  merchant  probably  can  afford  to  sell 
the  bonds  at  a  discount.  The  government, 
however,  does  not  want  its  bonds  sold  below 
the  issue  price.  It  is  embarrassed  and  injured 
by  every  such  sale. 

Secretary  McAdoo's  Warning. 

The  Secretary  of  the  Treasury  in  his  annual 
report  to  Congress  refers  to  the  possibility  that 
a  higher  interest  rate  may  be  necessary  upon 
future  bond  issues,  and  says: 

I  have  indulged  the  hope  that  additional  bonds 
could  be  sold  on  such  reasonable  terms  that  the  re- 
mainder of  the  funds  required  to  meet  the  estimated 
expenditures  for  the  fiscal  year  1918  might  be  raised 
by  that  means  and  thus  escape  additional  revenue 
legislation  at  this  session  of  the  Congress.  It  is  my 
earnest  conviction  that  the  general  economy  of  the 
country  should  be  permitted  to  readjust  itself  to  the 
new   revenue   laws   before   consideration   should   be 

fiven  to  the  imposition  of  additional  tax  burdens. 
f  a  situation  should  develop  where  the  Government 


could  not  sell  convertible  and  partly  tax-exempt 
bonds  upon  a  4  per  cent,  basis,  it  would,  I  believe, 
become  necessary  to  seriously  consider  further 
revenue  legislation.  In  my  judgment  an  increase  in 
the  rate  of  interest  on  such  bonds  would  be  ex- 
tremely unwise  and  hurtful.  The  higher  the  rate 
on  Government  bonds,  the  greater  the  cost  to  the 
American  people  of  carrying  on  the  war  and  the 
greater  will  be  the  depreciation  in  all  other  forms 
of  investment  securities.  We  can  not  regard  with- 
out concern  serious  declines  in  the  general  value  of 
fixed  investments.  It  should  be  the  earnest  en- 
deavor of  everyone  to  prevent  this,  and  I  earnestly 
hope  that  the  processes  of  education  and  of  unselfish 
consideration  of  the  problem  from  the  standpoint  of 
the  general  interest  will  provide  the  necessary 
remedy. 

It  would  probably  be  possible  to  handle  an- 
other issue  of  4  per  cent,  bonds  at  par  by  making 
changes  in  the  terms  as  to  maturity  or  redemp- 
tion which  would  be  less  objectionable  than  an 
advance  in  the  interest  rate. 

Treasury  Operations. 

At  the  close  of  business  December  27th  the 
Treasury  had  a  cash  balance  of  $820,679,516, 
of  which  $732,821,468  consisted  of  funds  aris- 
ing out  of  borrowing  operations  and  remaining 
in  special  depositories.  The  amoimt  in  reserve 
banks  was  $61,141,037. 

All  Treasury  certificates  except  those  of  the 
issue  due  in  June,  1918,  have  now  matured. 
Of  the  latter,  $690,000,000  have  been  sold,  the 
New  York  district  taking  $490,070,500.  The 
Secretary  is  now  receiving  subscriptions  to 
another  issue  of  these  certificates.  After  allot- 
ment, payment  must  be  made  not  later  than 
January  15th.  The  interest  rate  is  4  per  cent. 
The  certificates  will  be  in  denominations  of 
$500,  $1,000,  $5,000,  $10,000  and  $100,000. 

These  certificates  mature  at  a  time  when 
payments  of  income  and  excess  profit  taxes 
will  be  at  the  climax.  They  will  be  directly 
receivable  by  the  Treasury  upon  such  pay- 
ments. It  is  important  that  firms  and  corpora- 
tions whose  Federal  taxes  will  run  into  large 
sums  should  begin  now  to  set  aside  a  definite 
portion  of  their  income  for  that  purpose.  It 
will  not  be  safe  for  them  to  calculate  that  they 
can  make  offhand  arrangements  for  credit  next 
June,  for  the  aggregate  demand  if  it  falls  upon 
the  banks  at  once  may  be  too  great  for  them 
to  handle.  These  certificates  are  a  convenient 
means  of  making  advance  provision  for  these 
payments,  and  it  will  be  wise  for  bankers  who 
have  large  customers  Jikely  to  look  to  them  for 
accommodations  to  either  lay  in  a  stock  or  di- 
rect attention  to  this  offering. 

The  effect  of  a  wide  distribution  of  the  cer- 
tificates will  be  to  put  the  Treasury  in  posses- 
sion of  the  revenues  gradually  and  in  advance 
of  tax-paying  time,  and  to  thus  reduce  the 
amount  of  bond-selling  it  will  have  to  do  in 
the  meantime.  Inasmuch  as  these  certificates 
to  the  extent  of  several  million  dollars  will  be 
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liquidated  by  taxes,  it  would  be  quite  safe  to 
increase  the  amount  authorized,  which  is  now 
only  $4,000,000,000,  and  thus  delay  the  next 
Liberty  loan  into  the  spring. 

Future  Financing. 

The  report  of  the  Secretary  of  the  Treasury 
to  Congress  last  month  gave  no  encourage- 
ment to  those  who  have  hoped  for  some  relax- 
ation in  the  Treasury  demands.  He  adheres 
closely  to  his  former  estimate  of  the  expendi- 
tures that  will  be  necessary  in  this  fiscal  year, 
placing  them  at  $18,775,919,955.  Ordinary 
receipts,  including  proceeds  of  the  new  taxa- 
tion, are  placed  at  $3,886,800,000.  He  received 
a  remainder  of  $533,665,000  from  the  first  Lib- 
erty loan,  and  will  have  $3,808,766,150  from 
the  second  Liberty  loan.  There  remains  au- 
thority to  sell  $3,666,233,850  of  4  per  cent, 
bonds  corresponding  to  the  second  issue,  and 
he  estimates  an  income  of  $663,200,000  from 
the  War  Savings  Stamps.  Altogether  he 
figures  a  deficit  of  $6,195,187,155  to  be  provided 
for  after  selling  the  bonds  remaining  under 
the  old  authorization.  This  means  nearly 
$10,000,000,000  in  all,  exclusive  of  taxes. 

The  actual  disbursements  from  July  1st  to 
December  26th,  including  loans  to  allies, 
amounted  to  $5,123,418,380,  and  for  the  last 
three  months  they  have  been  as  follows: 
October.  $904,368,751;  November,  $986,081,- 
807;  December  to  the  26th,  $1,026,821,323.  H 
disbursements  for  the  fiscal  year  are  to  reach 
the  sum  named  they  will  have  to  amount  to 
about  $13,500,000,000  in  the  six  months  which 
remain. 

We  have  already  expressed  the  opinion  that 
the  country  can  pay  for  any  amount  of  work 
it  can  do.  That  is  a  self-evident  proposition, 
because  the  work  will  have  been  paid  for  by 
somebody  when  it  is  completed.  A  consider- 
able portion  of  the  work  for  which  the  $13,500,- 
000,000  is  estimated  may  be  already  done ;  what 
remains  is  a  distribution  of  the  cost.  The  $13,- 
500,000,000  will  scarcely  get  into  the  Treasury, 
but  will  be  restored  to  the  banks  and  circula- 
tion practically  as  received. 

New  Capital  Flotationa. 

The  subject  of  curtailing  capital  flotations 
upon  the  public  market,  or  of  determining  the 
order  of  priority,  has  been  under  discussion. 
Owing  to  the  physical  difficulties  attending 
upon  new  industrial  undertakings  and  the  high 
rates  which  capital  now  commands,  the  vol- 
ume of  such  offerings  has  been  greatly  reduced, 
but  the  Secretary  of  the  Treasury  has  the 
matter  under  advisement.  His  annual  report 
says: 

The  Government  must,  if  necessary,  absorb  the 
supply  of  new  capital  available  for  investment  in  the 
United  States  during  the  period  of  the  war.     This, 


in  turn,  makes  it  essential  that  unnecessary  capital 
expenditures  should  be  avoided  in  public  and  private 
enterprises.  Some  form  of  regulation  of  new  capital 
expenditures  should  be  provided.  The  subject  is 
having  deep  study,  and  I  hope  to  be  able  to  submit 
some  suggestions  during  the  session  of  the  Congress 
which  will  be  of  a  constructive,  as  well  as  of  a  regu- 
lator>%  nature.  It  may  also  become  necessary  to 
concert  some  constructive  measures  through  which 
essential  credits  may  be  provided  for  those  indus- 
tries and  enterprises  in  the  country  essential  to  the 
efficient  and  successful  conduct  of  the  war. 

In  England  the  regulations  governing  capi- 
tal investments  extend  to  control  over  any  con- 
struction to  cost  $500. 

The  Botid  Market. 

Bond  transactions  during  the  past  month 
have  been  subject  to  erratic  fluctuations — 
"peace  rumors,"  "war  taxes"  and  "government 
control  of  railroads"  playing  an  important  part 
in  the  daily  quotations. 

Rails  and  industrials  were  inactive  with 
fairly  firm  prices  at  the  opening  of  the  month. 
During  the  second  week  more  activity  devel- 
oped but  prices  declined.  The  third  week  of 
the  month  witnessed  a  very  general  decline  in 
all  classes  from  high  grade  rails  to  the  more 
speculative  foreign  governments,  the  latter 
being  particularly  weak.  This  condition  con- 
tinued until  December  21,  when  wide  advances 
were  recorded  in  practically  all  of  the  foreign 
issues,  Anglo-French  5s  reaching  a  price  of 
89^,  an  advance  of  over  seven  points  from  re- 
cent low  quotations  of  81^.  This  sudden  up- 
turn in  the  market  was  attributed  to  the  favor- 
able influence  of  the  Secretary  of  the  Treas- 
ury's ruling  on  the  inventory  of  securities  in 
dealers'  hands,  which  permitted  losses  in  such 
securities  to  be  deducted  from  the  income  tax 
returns  without  the  actual  sale  of  the  securi- 
ties. It  is  generally  believed  that  the  Secre- 
tary's ruling  has  relieved  a  great  deal  of  pres- 
sure which  resulted  in  the  severe  decline 
earlier  in  the  month.  These  various  currents 
have  made  it  difficult  to  diagnose  the  market, 
for  it  is  only  under  exceptional  conditions  that 
we  experience  such  wide  fluctuations  in  Anglo- 
French  5s,  or  an  upturn  of  lj^%  in  a  day  in 
U.  S.  Steel  5s,  which  carried  them  to  96. 

In  the  municipal  market  the  noteworthy 
transaction  of  the  month  was  the  prompt  sale 
of  $15,000,000  Miami  Conservancy  District, 
Ohio,  5j/2%  Bonds.  The  following  quotation 
from  the  Annalist  summarizes  the  general  fa- 
vorable comment  which  appeared  in  all  finan- 
cial dailies: 

"The  single  bright  spot  was  found  in  the  perfectly 
phenomenal  success  of  the  oflFering  of  the  Miami  Con- 
servancy District  5j/js.  This  bond  is  something  com- 
paratively new  in  the  investment  field.  Instead  of  being 
the  obligation  of  a  single  municipality  the  Conservancy 
Flood  Protection  District  covers  an  area  of  more  than 
169,000  acres  of  fertile  territory  in  Ohio,  taking  in  parts 
of  nine  counties,  and  including  the  cities  of  Dayton  and 
Hamilton  and  a  number  of  smaller  municipalities.    The 


s^dicale  originally  offered  $10,000,000  S^s  maturing  se- 
rially from  December  1,  1922  to  1946,  at  par  and  inter- 
est, with  a  substantial  commission  to  dealers  and  insti- 
tutions. The  entire  block  was  sold  almost  immediately, 
and  the  option  on  $5,UU0,000  more  bonds  exercised  at 
the  same  price,  and  by  Thursday  the  entire  $15,000,000 
bonds  were  placed  so  beautifully  that  a  premium  was 
bid  on  Friday.  While  the  bond  is  in  many  ways  un- 
usOally  attractive,  being  exempt  from  all  Federal  taxes 
and  yielding  5)6%,  the  rapid  distribution  astonished 
even  the  syndicate  members." 

Other  municipal  issues  during  the  month 
included 

$10,000,000  New    York    City    Three    Months    Revenue 

Bills  at  prices  ranging  from  a  4.50%  to  a 

5.02%  basis. 
$500,000  St.  Louis,  Mo.,  4%  School  District  Bonds, 

which  were  offered  on  a  4.00%  basis. 
$300,000  Westchester  County  5%  Bonds,  which  were 

offered  on  a  4.65%  basis. 

Over-the-counter  business  was  restricted 
largely  to  the  bond  houses  with  active  sales  or- 
ganizations in  the  field.  Several  small  issues 
were  offered  with  varying  success,  the  more 
important  including: 

$1,250,000  Memphis  Street  Railway  6%  Notes  due  Nov. 

1,  1919,  to  yield  7.40%. 
$1,500,000  United  Light  &  Railways  6%  Notes  due  May 

1,  1920,  to  yield  iyi%. 
$1,200,000  Seaboard  Air  Line  Ry.  6%  Equipment  Notes 

due  June  1,  1918,  to  December  1,  1927,  to 

yield  6J4%  to  TJo. 
$4,000,000  Cleveland     Electric    Illuminating    First    5% 

Bonds  due  April  1,  1939,  to  yield  5.85%. 
$3,000,000  Edison   Electric   Illuminating  of   Boston  6% 

Notes  due  Dec.  1,  1919,  to  yield  6.65%. 
$1,000,000  Northern  Ohio  Traction  &  Light  7%  Bonds 

due  Dec  1,  1919-1926,  to  yield  7%. 
$6,350,000  Cities  Fuel  &  Power  Co.,  1%  Notes,  due  Dec 

1,  1919.  to  yield  7J^%. 
$4,500,000  Shawinigan   Water  &  Power  Co.  6%  Notes 

due  Dec  15,  1919,  to  yield  7.35%. 
$1,000,000  United  Electric  Light  Co.,  Springfield,  Mass., 

67o  Notes  due  Dec  1,  1920,  to  yield  6.65%. 

The  Wall  Street  Journal  compilation  of 
forty  selected  issues  for  December  26  was 
82.19  as  compared  with  84.78  November  26, 
1917,  and  94.97  December  26,  1916. 

Govemment  Control  Over  Railways. 

The  action  of  the  President  in  taking  over  the 
railways  was  one  for  which  the  country,  includ- 
ing the  railway  officials,  was  prepared.  The  lat- 
ter have  been  well  aware  of  the  gains  that  might 
be  accomplished  by  closer  relations  between  the 
roads,  and  have  achieved  important  results  in  this 
way  since  last  spring,  but  there  were  legal  lim- 
itations upon  what  they  could  do.  The  earnings 
of  each  railway  belonged  to  itself,  and  this  fact 
could  not  be  disregarded  by  a  mere  committee 
of  officials  in  routing  traffic.  The  government  is 
able  to  guarantee  the  net  earnings  of  the  roads, 
on  tlie  basis  of  the  last  three  years,  and  having 
done  this  it  is  in  position  to  route  the  traffic,  pool 
the  equipment  and  earnings,  make  common  use 
of  the  terminals,  and  in  all  respects  manage  the 
properties   with   a   sole   view   to   obtaining   the 


greatest  possible  service  out  of  them.  The  roads 
are  freed  from  all  the  legal  restrictions  which 
were  upon  them  in  private  hands.  The  new 
authority  is  superior  even  to  the  Interstate  Com- 
merce Commission. 

This  is  done  ofThand,  because  the  necessities 
of  the  country  demand  the  best  service  that  can 
be  had.  There  is  no  time  for  elaborately  worked 
out  plans;  it  is  important  to  immediately  get  all 
the  railways  of  the  country  to  working  as  one 
system.  The  Director-General  in  charge  is  the 
Secretary  of  the  Treasury.  This  fact  is  enough 
to  show  that  the  roads  will  be  operated  by  the 
Govemment  only  in  the  most  general  sense,  for 
the  Secretary  of  the  Treasury  is  a  very  busy  man 
even  when  he  has  nothing  to  do  but  manage  the 
finances  of  the  Government  in  time  of  war. 
The  Director-General  obviously  will  manage  the 
railways  only  in  the  sense  of  determining  general 
policies,  but  the  verj'  need  of  the  situation  is  for 
a  directing  authority  so  far  removed  from  details 
and  from  the  special  interests  of  localities  or  in- 
dividual roads  that  he  will  see  only  the  larger 
features  of  the  problem  and  these  from  the 
national  standpoint.  His  selection  of  assistants 
is  an  earnest  of  his  intention  to  surround  him- 
self with  the  best  railway  talent  in  the  coun- 
try, and  to  give  this  great  experiment  every 
chance  of  success. 

The  response  of  the  stock  market  to  the  ac- 
tion showed  with  what  apprehension  the  public 
had  been  viewing  the  situation  of  the  railroads. 
In  the  recent  hearings  before  the  Interstate 
Commerce  Commission  an  attorney  representing 
certain  associations  of  shippers  sought  to  main- 
tain that  railroad  stocks  were  down  simply  be- 
cause of  general  financial  conditions,  and  not 
because  of  any  lack  of  confidence  in  them  as 
investments.  The  sudden  rise  that  followed  the 
President's  action  answered  this  theory.  General 
financial  conditions  have  been  a  factor  in  the 
market  decline,  but  the  public  has  been  afraid 
of  the  future  of  tlie  railways.  Govemment  con- 
trol and  possible  ownership  have  not  been  con- 
sidered bull  arguments  for  railroad  securities  in 
the  past,  but  it  is  a  genuine  relief  to  owners  to 
be  assured  that  for  a  time  at  least  income  will  be 
stabilized  on  the  basis  proposed. 

The  present  state  of  afTairs  is  due  to  the  fact 
that  while  production  and  commerce  have  been 
increasing  with  tremendous  strides  in  recent 
years,  railway  facilities,  particularly  at  the  ter- 
minals, have  not  been  correspondingly  increa.sed. 
The  unsettled  status  of  the  railways  has  been 
largely  responsible  for  this. 

Future  Policies. 

There  is  a  general  belief  that  a  permanent  re- 
organization of  the  railway  system  will  result 
from  this  venture,  although  the  form  it  will  take 
is  a  matter  upon  which  opinions  are  widely  diver- 
gent. Nobody  has  claimed  that  railway  organiza- 
tion and  practices  were  all  that  tliey  should  be, 


but  difiFerences  between  the  railway  people  and 
those  who  sought  to  regulate  them  have  been 
such  that  no  policy  satisfactory  to  either  has 
been  worked  out.  The  railways  have  desired  to 
co-operate  and  combine  to  secure  the  very  ad- 
vantages which  are  now  in  view,  but  the  legis- 
lators representing  the  public  have  been  afraid 
to  permit  them  to  do  so.  The  public  policy  has 
been  to  compel  competition.  The  final  adoption 
of  unified  management  under  Government  con- 
trol does  not  prove  that  either  side  was  wholly 
right  in  the  past.  It  does  not  follow  that  the 
roads  should  have  been  let  alone  to  combine  and 
do  as  they  pleased,  nor  that  Government  owner- 
ship and  operation  is  the  ideal  system.  The  ideal 
plan  is  somewhere  between,  and  not  far  in  prin- 
ciple from  the  plan  now  adopted  temporarily. 
The  Government  should  be  in  it  in  a  supervi- 
sory capacity,  but  in  the  great  transportation  in- 
dustry an  opportunity  should  be  kept  open  for 
individual  initiative  and  enterprise.  The  possi- 
bilities of  improvement  are  too  great  for  the 
industry  to  be  standardized  and  fixed  in  its 
methods  under  the  deadening  influence  of 
bureaucratic  management. 

It  is  only  necessary  to  turn  to  the  Post  Office 
department  to  find  some  of  the  faults  of  gov- 
ernmenta!  management.  The  business  of  the 
Post  Office  is  comparatively  simple;  it  only 
handles  and  delivers  the  mail  matter  given  to 
its  charge.  There  is  no  great  physical  plant 
to  keep  up  and  develop  as  in  the  case  of  the^ 
railways.  In  his  annual  report  submitted  to 
Congress  last  month  the  Postmaster  General 
again  asked  for  authority  to  let  contracts  for 
the  delivery  of  mail  over  rural  routes,  stating 
that  he  could  save  approximately  $20,000,000 
by  doing  so.  This  is  the  third  time  he  has 
made  this  recommendation,  and  it  is  safe  to 
say  that  it  will  receive  no  more  attention  now 
than  heretofore.  If  the  railways  were  to  be 
conducted  in  this  manner,  and  expenditures 
for  their  improvement  and  development  were 
to  be  determined  as  expenditures  for  the  im- 
provement of  rivers  and  harbors,  and  for  the 
construction  of  postoffice  buildings  are  now 
determined,  it  is  easy  to  see  what  the  results 
would  be. 

The  railways  of  the  United  States  are  now  in 
the  hands  of  men  developed  under  competi- 
tive conditions,  and  in  the  discipline  of  private 
business.  They  have  been  obliged  to  satisfy 
their  superior  officials,  and  at  the  same  time 
had  opportunities  to  better  their  condition  by 
going  to  other  companies.  The  roads,  al- 
though oi  crated  nominally  by  the  government, 
will  be  in  reality  operated  by  this  staff. 
But  what  kind  of  a  staff  will  take  their  places 
eventually,  selected  by  civil  service  examina- 
tion and  promoted  by  seniority?  Will  the 
same  type  of  railway  officials  be  evolved  under 
the  regime  of  government  ownership,  if  that 
should  be  the  permanent  system?    That  is  the 


vital  question  up  to  the  theory  of  government 
ownership. 

The  railways  of  Great  Britain  have  been 
now  more  than  three  years  under  government 
management,  and  it  is  interesting  to  note  that 
criticism  is  not  entirely  stilled.  The  London 
7  ines,  commenting  upon  congestion  at  the 
terminals,  says: 

The  railways  are  certainly  short  of  labor,  but  is 
it  established  that  all  the  officials  are  putting  their 
very  best  efforts  into  the  solution  of  the  present 
problems?  The  railways  are  now  Govcrnrnent-con- 
trolled  institutions  and  competition  has  diminished 
where  it  has  not  vanished.  It  seems  to  be  a  ques- 
tion whether  quite  the  same  amount  of  thought  and 
work  is  being  put  into  the  efficient  management  of 
the  companies  as  in  the  days  before  the  war  when 
the  lines  were  keenly  competing  against  each  other. 
This  question  which  has  been  raised  of  a  slackening 
of  effort  directly  in  consequence  of  the  nationaliza- 
tion of  the  railways  is  a  serious  one  and  evidently 
deserves  inquiry.  Only  a  railway  man  can  speak 
with  authority  upon  it.  Many  of  the  railway  offi- 
cials no  doubt  hold  that  the  old  competition  of  the 
pre-war  days  has  bc;:n  or  should  have  been  suc- 
ceeded by  a  better  competition — namely,  a  competi- 
tion among  the  companies  to  serve  best  the  national 
interest.  The  who'e  matter  of  dealing  with  the 
cargoes  passing  through  the  ports  is  vitally  import- 
ant, since  it  is  knOAn  that  the  carrying  capacity  of 
the  ships  could  be  enormoufiy  increased  by  giving 
quicker  dispatch.  There  are  signs  in  all  directions 
that  no  efforts  are  being  spared  by  the  shipping 
authorities  to  use  all  tonnage  to  the  utmost  possible 
extent.  Similar  signs  that  the  railway  authorities 
are  giving  as  much  attention  to  their  side  of  the 
problem  would  be  welcome.  No  one  with  even  the 
most  superficial  knowledge  of  the  subject  can  doubt 
the  existence  of  very  great  difficulties  under  which 
the  railways  must  now  be  working.  But  the  public 
is  entitled  to  know  if  the  railways  are  now  using 
what  remains  to  them  with  the  utmost  efficiency. 

The  Acceptance. 

Knowledge  of  the  advantages  to  be  gained 
in  the  general  improvement  of  credit  condi- 
tions, and  in  securing  greater  mobility  of 
credit,  by  the  use  of  the  trade  acceptance  in 
place  of  the  open  book  account  is  spreading, 
but  the  change  is  not  as  rapid  as  it  ought  to  be, 
in  view  of  the  great  importance  to  the  country 
at  this  time  of  adopting  the  most  scientific  and 
economical  methods  of  handling  business.  An 
important  effort  to  hasten  the  general  adoption 
of  the  policy  has  been  recently  started  by  the 
creation  of  the  Trade  Acceptance  Council,  a 
bod/  of  nine  members,  which  had  its  inception 
at  the  September  meeting  of  the  Chamber  of 
Commerce  of  the  United  States  at  Atlantic 
City.  That  body  gave  one  session  upon  its 
program  to  a  discussion  of  the  acceptance  and 
created  a  committee  of  three  to  co-operate  with 
committees  of  other  organizations  in  promot- 
ing the  extension  of  its  use.  The  American 
Bankers'  Association,  meeting  at  Atlantic  City 
on  the  following  week,  appointed  a  committee 
of  three  to  act  with  the  committee  of  the 
Chamber  of  Commerce,  and  the  National  As- 
sociation of  Credit  men  appointed  a  committee 


of  three  to  act  with  the  two  committees  fore- 
going. These  three  committees  have  organ- 
ized the  Trade  Acceptance  Council,  with  Mr. 
Lewis  E.  Pierson,  of  the  Irving  National  Bank, 
New  York,  as  President,  and  Mr.  J.  H.  Prego, 
of  the  National  Association  of  Credit  Men,  as 
Secretary. 

The  arguments  in  favor  of  the  acceptance 
in  place  of  the  open  book  account  should  be 
conclusive  to  the  man  who  believes  in  doing 
business  upon  sound  principles  and  in  definite 
terms.  In  the  first  place,  the  execution  of  an 
acceptance  converts  the  account  into  a  nego- 
tiable instrument,  which  as  a  definite,  tangible 
asset  is  much  superior  to  a  mere  book  charge. 
It  closes  the  original  transaction,  and  while  it 
does  not  prevent  a  buyer  from  making  subse- 
quent representations  as  to  errors  in  an  invoice 
or  defects  in  the  quality  of  goods,  it  brings 
about  a  prompt  disposition  of  such  questions, 
as  in  case  where  a  cash  discount  is  taken. 

In  the  second  place,  an  acceptance  is  a 
promise  to  pay  on  a  date  certain,  and  as  the 
paper  is  likely  to  be  in  other  hands  at  maturity, 
it  is  understood  that  punctual  payment  is 
expected. 

If  there  are  good  reasons  why  the  buyer  can- 
not meet  his  acceptance  at  the  due  date,  he  can 
present  them  to  the  seller  and  arrange  with  the 
latter  to  take  up  the  paper,  possibly  issuing  a 
renewal.  That  this  is  not  so  easy  a  method  of 
getting  more  time  as  to  simply  neglect  the  pay- 
ment of  a  book  account,  is  to  be  counted  in 
favor  of  the  acceptance.  Punctuality  is  a  virtwe 
in  the  business  world,  and  every  practice  which 
tends  to  cultivate  it  is  to  be  encouraged.  A  vast 
amount  of  business  is  done  in  this  country  upon 
credit,  and  the  granting  of  credit  for  definite 
periods  is  an  entirely  legitimate  business  prac- 
tice, but  it  would  be  greatly  to  the  advantage 
of  both  buyers  and  sellers  if  there  was  stronger 
insistence  upon  prompt  payment  of  debts  when 
they  fall  due. 

The  objection  is  sometimes  made  that  the 
greater  ease  of  financing  purchases  by  means 
of  the  acceptance  may  encourage  over-buying, 
but  there  is  reason  to  believe  that  the  greater 
obligation  to  make  prompt  payment  will  be  an 
effective  restraint  upon  both  sellers  and  buyers. 

Qives  Mobility  to  Credit. 

Over  and  above  the  fact  that  the  conversion 
of  book  accounts  into  acceptances  will  promote 
sound  business  methods  there  is  the  larger  con- 
sideration that  it  will  more  effectively  utilize 
the  credit  resources  of  the  country  and  tend  to 
separate  the  banking  function  from  the  mer- 
chandising function.  After  a  sale  has  been 
effected  to  a  responsible  party,  and  nothing 
remains  of  the  transaction  but  a  short  credit, 
there  is  public  economy  in  utilizing  bank 
credit.    It  is  the  business  of  banks  to  trade  in 


credit  as  it  is  the  business  of  merchants  to 
trade  in  goods  and  the  banking  system  is  a 
reservoir  in  which  the  temporarily  idle  credits 
of  the  country  accumulate.  Among  the  thou- 
sands of  banks  there  are  always  many  who  do 
not  have  use  for  all  their  funds  locally.  The 
Federal  Reserve  Board  as  a  deliberate  policy 
has  made  the  acceptance  a  preferred  form  of 
credit.  The  fact  that  the  Federal  reserve  banks 
will  rediscount  acceptances  at  the  lowest  rates 
makes  them  a  most  desirable  investment  for 
member  banks,  and  there  is  reason  to  believe 
that  there  will  be  a  steadily  widening  market 
for  them  as  all  the  advantages  from  their  use 
become  generally  understood.  They  carry  on 
their  face  the  evidence  which  the  reserve  banks 
require  as  to  the  commercial  character  of  paper 
offered  for  rediscount,  and  this  is  calculated 
to  give  them  great  mobility.  As  the  supply  of 
well-known  names  on  the  market  increases, 
trading  will  increase,  and  banks  may  be  ex- 
pected to  resort  to  this  class  of  outside  paper  to 
take  up  their  idle  funds.  The  efforts  of  the 
Federal  reserve  authorities  to  build  up  a  broad 
discount  market  are  deserving  of  the  support 
of  business  men  and  bankers.  They  have  given 
the  lead,  provided  the  outlet  for  paper  of  this 
class,  and  the  business  interests  of  the  country 
should  co-operate. 

Of  course  the  fact  that  paper  is  executed 
in  this  form  will  not  obviate  the  necessity 
for  close  attention  to  credit  conditions  and  a 
careful  scrutiny  of  names.  It  will  not  make 
good  risks  of  poor  names,  but  it  will  give 
greater  fluidity  to  sound  credit,  and  in  that 
way  help  the  country  to  finance  its  needs  in 
the  period  of  financial  strain  through  which  we 
are  now  passing. 

The  acceptance  is  not  urged  as  a  substitute 
for  the  cash  discount.  No  doubt  it  is  desirable 
to  have  the  buyer,  where  practicable,  finance 
himself  entirely  independent  of  the  seller,  but 
in  a  country  where  so  large  a  volume  of  trade 
is  carried  on  upon  open  acounts  it  will  not  do 
to  say  that  no  improvement  short  of  the  com- 
plete adoption  of  cash  payments  is  worth  while. 
There  is  a  large  field  in  which  credit  conditions 
can  be  improved  by  using  the  names  of  seller 
and  buyer  together.  Both  will  be  benefited, 
and  both  will  be  prompted  to  more  scrupulous 
attention  to  sound  business  methods  in  order 
to  protect  their  credit. 

It  will  promote  the  introduction  of  the  ac- 
ceptance if  business  men  of  the  various  branches 
of  trade  will  pursue  a  common  policy  in  regard 
to  it,  and  this  is  being  done  in  some  instances. 
The  National  Implement  and  Vehicle  Associa- 
tion has  adopted  resolutions  recommending  it 
to  members  of  that  body.  Other  organizations 
have  done  likewise,  and  the  Trade  Acceptance 
Council  proposes  to  take  up  the  subject  with 
all  commercial  bodies. 
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Lake  Washington  Canal,  Seattle. 

A  long  talked  of  public  improvement,  service- 
able to  commerce,  has  been  completed  at  Seattle 
this  year,  by  opening  the  ship  canal  connecting 
Lake  Washington,  through  Lake  Union,  with  the 
waters  of  Puget  Sound.  Lake  Washington  is  a 
fine  body  of  fresh  water,  25  miles  long  and  4 
miles  wide,  lying  on  tlie  eastern  boundary  of 
Seattle,  the  surface  9  feet  above  the  sound  at 
high  tide.  As  long  ago  as  1856,  General  George 
B.  McQellan,  a  government  engineer,  recom- 
mended to  the  Secretary  of  War,  Jefferson 
Davis,  the  construction  of  a  water  way  on  the 
line  now  followed  by  this  canal.  There  was  not 
much  commercial  use  for  it  at  that  time,  but 
ocean  shipping  derives  important  benefits  from 
anchorage  in  fresh  water,  which  clears  salt 
water  barnacles  from  the  hulls.  As  Seattle  grew 
to  be  an  important  port  the  project  was  revived, 
and  finally  undertaken,  the  Federal  government, 


state,  county  and  city  sharing  in  the  expense. 
The  national  government  bore  all  of  the  cost  of 
the  locks,  which  are  capable  of  accommodating 
larger  vessels  than  any  other  locks  in  this  con- 
tinent, save  those  of  the  Panama  Canal.  The 
canal  is  eight  miles  long,  100  feet  wide  and  36 
feet  deep.  The  principal  lock  is  825  feet  long, 
80  feet  wide  and  holds  a  depth  of  50  feet  of 
water.  Ocean-going  vessels  make  the  passage 
through  the  large  lock  in  20  minutes,  and  smaller 
craft  go  through  a  smaller  chamber  in  5  to  10 
minutes.  The  total  cost  of  the  canal,  including 
right-of-way,  locks,  etc.,  was  about  $5,000,000. 

The  canal  furnishes  a  great  non-tidal  harbor, 
with  an  abundance  of  frontage  for  docks  and 
warehouses,  convenient  of  access  from  the  city. 
Its  completion  is  an  important  event  to  Seattle, 
but  such  achievements  are  of  national  significance 
as  well,  for  the  whole  nation  is  served  by  every 
permanent  improvement  in  the  facilities  of  its 
ports. 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  DECEMBER  28,  1917. 

(In  Thousands  of  Dollars) 


HESOURCE8 

Oold  coin  and  certificate* 

Boston 

19.900 
16.977 

3.675 

40,552 

SIM7 
2.000 

N.Y. 

323.306 
20,854 
18.112 

PbiU. 

18J22 

39.101 

3.675 

Clsir'd 

29.202 

37.168 

4.725 

Rieb-d 

6306 
22,097 

1.837 

30,140 

31,682 
485 

62327 
185 

Atlanta 

5,740 

U,407 

1.575 

20,722 

49321 
1,099 

71,642 
444 

Chicago 

31385 

54.674 

7,350 

St  Louis 

4,996 
17384 
2,100 

M-npl-s 

14,757 

20387 

2,100 

Kas.City 

1,588 

37,206 

2,625 

Dallas 

12,241 

24,223 

1,838 

S.FVsco 

31,774 
13,642 
2,888 

Total 

499317 

Gold  Settlement  Fund 

Gold  with  loreiKD  aeeocies 

317320 
52,500 

Total  KOld  held  by  banks 
Gold  with  Federal  Keaerve 

362,272 

250,599 
10.000 

61,098 

56546 
1.500 

71,095 

55,410 
99 

93309 

124,400 
615 

24360 

32366 
930 

37,144 

31,920 
868 

41,419 

42,052 

507 

38,302 

25.037 
1.218 

48,304 

43301 
24 

869,937 
781,851 

Gold  KedempUon  Fund. . . 

19.345 

Total  Bold  reserves.. 

Lecal  tender  notes.  Silver. 

etc 

80,449 
3,960 

622371 
40,784 

119,5U 
1,149 

126,604 
210 

218324 
771 

58376 
634 

69,932 
365 

83,978 
53 

64357 
714 

92,129 
366 

1,671,133 
49.635 

Total  Reserre* 

Bills  discounted.  Members 
Bills  bou«ht  in  open  mark't 

84,409 

65J31 

8J41 

74^72 

610 

2,194 

663,655 
254  38S 
148,125 

403,110 

1J09 

8,493 
511 

120,693 
39J21 
18,417 

57538 

7,467 

2,648 
10 

126,814 
44,601 
22.026 

66327 

8,268 

31,221 
7 

62.412 
30.107 
13.038 

43.145 
1321 
1,969 

72,086 
16.260 
6.935 

23.195 

2347 

1,491 
302 

219,695 

106325 

8,662 

115,187 
7307 
3368 

58310 

39312 

7380 

70397 
13,491 
7.799 

84,031 

34314 

1,425 

65,271 
8,873 
14.368 

92,495 
25,786 
18,850 

1,720.768 

680,706 

275.366 

Total  bills  on  hand.. 

U.  S.  Oovemm't  lonB-temi 

securities. 

47,192 
2333 
1,444 

21390 

1,888 

1341 
25 

36339 
8349 
1,784 

23341 

4,496 

1,430 
150 

44,636 
2.455 
1300 

ic,956,072 
48,350 

U.S.Governm't  short-term 
securities.          

58,883 

llnnicipal  Warrants. 

1.005 

Total  Eamlns  Aaseto 
Due  f r.  other  F.  R.  files,  net 
Uncollected  Items. 

Vffli 
19.012 

413,423 
75,975 

68,063 
32366 

106,123 

9,216- 

22,180 

46335 
19.784 

27335 
2.112 
17,090 

125362 

5.692 

36341 

50,869 
6.078 
16.538 

24344 
1.065 
8344 

46.872 

2,659 

23315 

29317 
15307 

48,591 
5.684 
12,565 

1,064310 
<bll,936 
301,107 

Total  deduction  from 

cross  deposiu 

Bt  redemption  fund  asainst 
F.  R.  kiank  notes 

19,012 

75,975 

32,856 

31396 

19,784 
287 

19302 
337 

42333 
492 

22316 
316 

10,409 
661 

26374 
400 

15307 

137 
720 

18349 

313,043 
537 

All  otherrasonrees 

2813 

TOTAL  RESOURCES 

180,497 

1,153.063 

221312 

264333 

128,818 

119.160 

388382 

132,ni 

105311 

157377 

110,752 

159,335 

3,101,471 

Capital  Paid  In 

5,858 

6,798 

79,215 

14.861 

606 

18,684 
8338 

663.613 

40,982 

9.085 

12.150 

5,887 
5,638 

S4JS2 
27,076 
4343 

8.026 
30,797 

107.946 
14«1 

109 

3,664 
3,278 

43.721 
14,144 
5316 

2311 
4,704 

38.176 
7.909 

52 

9,067 
6329 

169,789 
21382 

2.930 

3.474 
5374 

49391 
13312 

187 

2317 
8,064 

40314 
5305 

7 

3.3% 
8,943 

68,968 
12349 

28 

2.795 
6.334 

44.980 

8,747 

720 

4.163 
12,116 

62,671 
10,475 

2,502 

70,442 

Government  Deposits..... 

Due  to  members-reserve 

account.  

108313 
1,453,166 

Tollection  Items. 

Due  to  other  F.  R.  Bk's  net 

Other  deposits  Incld's-  for 

Oovemment  credits. .... 

191,693 
17,965 

Total  Gross  DeposlU. . . . 
F.  R.  Notes  in  actual  circu- 
lation  

101,480 
72,214 

945 

734,668 
396570 

2.731 

121,439 
93,643 

643 

153/103 
102321 

683 

66.959 
58,195 

50341 
65308 

201,130 
178,085 

68,964 
60373 

53,690 
49,604 

90,488 

55.299 

8,000 

394 

60,781 
47.176 

87,764 
67300 

108 

1,771,037 
a  1,246,488 

F.  R.  Bank  Notes  In  cirai- 
latinn.  net  liabilitT 

All  other  I.libilitics  incL 
Forelim  Govem't  credita 

8,000 
5304 

TOTAL  LIABILmES 

180.497 

1.153.053 

221.612 

264333 

128.818 

119.160 

388382 

132,711 

105311 

157,577 

110,752 

159335 

3,101,471 

(b) 
(e) 


Total  Reserve  notes  in  circulation,  1.246,488. 

Difference  between  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks,  11,936:  The  Gold  Reserve  airainst 

net  deposit  Liabilities  is  59.7;(:  Gold  and  lawful  money  reserve  asainst  net  deposit  liabilities  63.  U.     Gold  Reserve  aeainst  Federal 

Reserve  Notes  in  actual  circulation,  &t.3<. 

Bills  discounted  and  bought :  municipal  warranto !  1—15  days  395,813 ;  16— 30days  118,555;  31—60  days  280,788;  61-90  days  152331;  over 

90  days  9390.    Total  957,077. 

THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"City  DanK  Service/* 


WAR  TAX  ADVICE 

WAR,  Income  and  Excess  Profit  Taxes  arc  puzzling  bankers, 
business  men,  and  investors  throughout  the  country. 

Technical  questions  will  have  to  be  answered. 

The  National  City  Company  has  established  a  War  Tax 
Department  under  the  supervision  of  an  expert,  trained  through 
years  of  experience  in  the  Treasury  Department  where  his  duties 
involved  the  interpretation  of  the  tax  laws  for  the  Internal  Revenue 
Bureau. 

The  twenty-two  correspondent  offices  of  The  National 
City  Company,  located  in  the  principal  investment  centers  make 
possible  a  wide  distribution  of  the  helpful  information  collected  by 
this  department. 

If  you  have  Tax  problems  you  are  invited  to  call  them  to  the 
attention  of  the  nearest  representative  of  the  Company.  Highly 
technical  questions  will  be  referred  to  the  War  Tax  Department 
in  New  York,  the  local  offices,  however,  may  render  service  of 
value  to  you. 

Several  publications  have  been  issued  by  the  Company  dealing 
with  various  phases  of  the  law.  The  latest  of  these,  "War  Tax 
Primer"  B-63,  containing  authoritative  questions  and  answers,  pre- 
pared by  the  Internal  Revenue  Bureau,  will  be  sent  upon  request. 


The  January  offering  contains  attractive  suggestions  for  the 
investment  of  first  of  the  year  funds.     Write  for  Offering  B>63. 


The  National  City  Company 

Natioaal  City  Bank  Building.  New  York 


PMILADEI.rHIA.     Pa. 

]421    Chestnut   St. 

PlTTSBUIICII,     Pa. 

Farmers    Bank    Bldg. 

Wii.kes-Bahre,    Pa. 

Miners   Bank   Bldg. 

Kansas   City.    Mo. 

Republic    Bldg. 

Denvek.    C01.0. 

First    Natl.     Bank     Bldg. 

Atlanta,  Ga.  Trust  Co. 


CORHESPONDENT  OFFICES 


Boston,  Mass. 
10  State  Street 
Albany,  N.  Y. 
Ten  Eyck  Bldg. 
Baitimoke.    Md. 

Munsey    Bldg. 
BuffALO.    N.    V. 

Marine   Bank   Bldg. 
Seattle,  Wash. 
Hoge   B!dg. 
of  Georgia  Bldg. 


Chicago.    III. 

137  So.   La  Salle  St. 

London,  En<;. 

36.    Bishopsgate,    E.  C.   2 

Cleveij^nd.  Ohio 

Guardian   Bldg. 

St.  [.ouis,  Mn. 

Bank  of  Commerce  Bldg. 

PoaTi.AND.    Ore. 
Railway    Exchange    Bldg. 
New   Orleans, 


San   Francisco,  Cau 

434    California    St. 

Los    Angeles,    Cal. 

Hibernian   Bldg. 

Detroit,   Mich. 

Dime    Bank    Bldg. 

Washington,    D.    C. 

74115th  St.   N.  W. 

Minneapolis,  Minn. 

McKnighl   Bldg. 

La.,   303   Baronne   St. 
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Economic  Conditions 
Governmental  Finance 
United  States  Securities 


Money  Market. 

THE  money  market  has  not  shown 
the  degree  of  relaxation  which  had 
been  hoped  for  following  January 
1st  and  after  the  completion  of 
payments  upon  the  Second  Liberty 
Loan.  To  be  sure  these  payments  were  ac- 
complished with  remarkable  ease,  considering 
their  magnitude,  and  the  bank  statements  show 
only  moderate  loans  on  that  account,  but  other 
loans  and  discounts  are  very  high  and  showing 
little  tendency  to  decline,  although  this  is  the 
season  of  the  year  when  they  usually  work 
lower. 

Although  interest  rates  are  about  the  same 
as  a  month  ago  there  is  less  flexibility  in  the 
situation.  The  banks  are  taking  care  of  the 
requirements  of  customers,  but  doing  little  be- 
yond this,  and  the  effect  of  this  situation  is  to 
keep  borrowing  within  channels,  and  eventu- 
ally to  make  conditions  less  liquid.  If  interest 
rates  followed  the  course  of  commodity  prices 
they  might  easily  be  much  higher,  and  it  is  a 
question  whether  they  ought  not  to  be  higher 
as  a  restraining  influence.  The  fact  that  in- 
terest rates  do  not  rise  with  the  demand  for 
commodities  and  prices  encourages  business 
expansion,  which  would  be  beneficial  if  it  re- 
sulted in  a  real  expansion  of  production,  but 
the  chief  effect  now  is  upon  prices.  The 
banks,  however,  are  reluctant  to  raise  rates 
above  the  accustomed  levels,  and  would  be 
subjected  to  criticism  if  they  did.  The  Fed- 
eral reserve  banks  are  expected  to  take  the 
lead  in  making  policies,  and  in  November  and 
December  a  general  increase  of  about  J4  per 
cent,  was  put  into  effect.  The  Boston  reserve 
bank  is  maintaining  a  rate  of  5  per  cent,  upon 
discounts  of  16  to  90  days,  against  4|/5  at  the 
other  reserve  banks  on  16  to  60  day  paper,  and 
4J/J  at  all  but  the  Chicago  and  Minneapolis 
banks  on  61  to  90  day  paper. 

Call  money  rates  in  New  York  have  been 
governed  by  the  transfers  between  the  banks 
and  the  Treasury,  ranging  from  3  to  6  per 
cent.  The  payments  upon  the  last  installment 
of  the  Second  Liberty  loan  amounted  for  the 
whole  country  to  about  $350,000,000,  and  the 
drafts  drawn  by  the  interior  upon  New  York 
were  promptly  offset  by  transfers  through  the 


New  York,  February,  1918. 

Gold  Settlement  fund  from  the  other  reserve 
banks  to  the  New  York  bank. 

The  attention  of  individuals  and  officers  of 
corporations  having  heavy  taxes  to  pay  next 
June  is  again  directed  to  the  importance  of 
making  provision  for  the  means  of  payment  at 
an  early  day.  If  they  expect  to  borrow  the 
requisite  funds  on  the  last  day  in  the  afternoon 
they  may  have  an  unpleasant  experience,  for 
no  one  can  tell  how  many  of  such  cases  there 
will  be.  The  offering  of  4  per  cent.  Treasury 
Certificates  due  June  25  is  well  suited  to  this 
purpose,  but  in  any  event  some  arrangement 
should  be  made  in  ample  time. 

London  Money  Market 

It  is  a  noteworthy  fact  that  money  is  easier 
in  London  than  in  New  York,  and  that  the 
market  rate  in  London  is  now  lower  than  at 
any  time  in  1916  or  1917,  4  per  cent,  being  the 
present  Bank  of  England  rate  to  clearing  house 
banks.  The  rate  on  Treasury  3  and  6  months 
bills  was  reduced  from  4^  per  cent,  to  4  per 
cent,  on  December  27th.  Three  years  ago, 
when  our  Federal  Reserve  Board  inaugurated 
the  campaign  to  create  a  discount  market  here 
for  foreign  trade  acceptances,  the  New  York 
rate  on  that  class  of  paper  was  2  to  2j4  per 
cent,  and  the  London  rate  was  5  per  cent.,  but 
the  New  York  rate  has  advanced  to  4  to  4j4 
per  cent,  and  the  London  quotation  has  fallen 
to  3  15-16  to  4  1-16. 

This  seems  to  be  an  extraordinary  situation, 
after  England  has  been  3^  years  at  war,  and 
has  raised  and  spent  about  $24,000,000,000  of 
new  money.  We  must  conclude  that  the  de- 
mand for  credit  for  business  uses  is  lighter 
there  than  in  the  United  States,  doubtless  be- 
cause of  more  stringent  control  over  industry. 
An  individual  cannot  employ  money  or  labor  in 
England  for  any  purpose  he  chooses  and  it  is 
time  to  think  about  the  same  policy  here. 

Bank  of  England,  4  Years. 

In  this  connection  it  is  interesting  to  re- 
view the  condition  of  the  Bank  of  England  as 
shown  by  the  first  statement  in  January  for 
four  years,  and  the  figures  are  given  below,  to- 


Those  desirins  this  Bulletin  sent  them  regularly  will  receive  it  without  charge  upon  application 


gether  with  the  market  rate  for  3  months  bills, 
and  amount  of  Exchequer  notes  outstanding: 

19IS  1916  1917  1918 

Circutarioo...  £JS,876.57S  £35.194.245  £39,895.160  £46.591,020 

Public  drpositi     23.808,643  58.156.684  53.147.093  32.074.902 

Other  depoiits  133.348.529  105.835.576  116.388.305  158.411,326 

Government  

Secaritiea..     14,810,845  32,840,016  62,187.545  70.833.770 

Securities..    108,921,870     114,748,048       91.789,493     106.480,723 

bitid^Vdept.  51,421,918  34,358,315  33,572,304  31.057,820 
Coin  ftnd 

bullion  ....  68,848.493  51,102,580  54.957,464  59,198,840 
Proportion   of 

'■«»«'^'      '<•  .«.  .,. 

liabilities  ..  321  21  191  »«* 
Bank    rate    of 

discount   ...     5  per  cent.       5  per  cent.       6  per  cent.  5  per  cent. 

Market  rate  4  ... 

mos.  bills...  2  1516  Si  5i  4 
Exchequer  cur- 

["ci^cuUt'?    38,478,164     103,125.099     150,144,177     212,450,951 

The  classifications,  "Government  securities" 
and  "other  securities"  describe  collateral  loans. 
It  will  be  noted  that  the  increase  of  all  loans  in 
three  years  is  only  about  £  54,0(X),000,  or  ap- 
proximately $250,000,000,  which  is  not  large  in 
view  of  the  magnitude  of  financial  operations, 
and  the  increase  of  deposits  is  less,  but  the 
financial  critics  are  attacking  the  Treasury 
management  for  using  too  much  bank  credit. 
The  figures  should  interest  Americans  who 
conterd  that  the  banks  must  finance  the  war. 
The  only  sign  which  seems  to  tell  of  inflation 
in  large  degree  is  the  increase  of  exchequer 
currency  notes,  of  which  about  $1,000,000,000 
are  now  outstanding.  These  notes  have  not 
been  issued  in  payment  of  government  ex- 
penses, but  to  the  banks  in  exchange  for  gold 
and  Bank  of  England  notes  and  it  is  claimed 
that  they  have  been  needed  to  take  the  place 
of  gold  in  circulation  and  to  provide  the  larger 
amount  of  currency  required  by  the  higher 
prices  and  intense  industrial  activity. 

Coincident  with  the  reduction  of  the  rate  of 
interest  on  British  Treasury  bills  interest  rates 
on  bank  deposits  in  London  were  dropped  to 
3^2  per  cent.,  except  to  foreign  depositors,  who 
will  continue  to  receive  4j^  per  cent.  This  is 
for  the  purpose  of  retaining  foreign  deposits. 

Banking  Conditions. 

The  Federal  reserve  banks  show  a  slight  re- 
duction of  re-discounts  from  the  high  point, 
bill  holdings  on  January  25  aggregating  $901,- 
574,000,  against  $961,852,000  on  November  30. 
Some  of  this  was  due  to  the  payment  of  loans 
made  upon  Treasury  certificates  which  were 
retired.  Bill  holdings  a  year  ago  were  $113,- 
408.000.  Total  earning  assets  January  25  were 
$1,029,670,000,  against  $181,426,000  a  year  ago. 
It  is  instructive  to  compare  this  expansion  with 
the  Bank  of  England  changes  shown  above. 
The  combined  reserve  of  the  twelve  banks  is 
65.4  per  cent,  of  deposit  and  note  liabilities. 

The  reports  of  member  banks  of  the  leading 
banking  centers  of  the  country,  inaugurated  by 
the  Federal  Reserve  Board,  in  December  show 


comparative  condition  on  December  7  and  Jan 
uary  18  as  follows: 

Pec.  7 
(607  banks) 

U.  S.  securities  owned 11.763.125,000 

Loans  secured  by   U.  S.  bonds  and 

certificates 373,517.000 

All  oilier  loans  and  investments 9,542,255.000 

Keserve  with  1-ederal  reserve  banks.   1.137.765.000 

Casli  in  vault 388,228.000 

Net    demand    in    deposits   on    which 

reserve  is  computed 8.390.965.000 

Time  deposits    1.259,906,000 


Tan.  18 
(662  bank!<) 
$935,794,000 

381.310.000 
9.958.227.000 
1,147.274.000 

394.856.000 

8,901.939.000 
1.361.800,000 


Considering  the  larger  number  of  banks  re- 
porting in  January  this  shows  a  fair  reduction 
of  loans  based  on  United  States  securities. 
The  reduction  in  United  States  securities 
owned  is  due  largely  to  the  payment  of  Treas- 
ury certificates.  The  total  amount  of  Govern- 
ment securities  owned  may  be  compared  with 
$768,144,000  owned  by  all  national  banks  on 
May  1,  1917,  before  the  war  loan  was  issued. 

The  representative  character  of  these  re- 
porting banks  is  shown  by  comparing  their  de- 
mand deposits,  which  aggregate  $8,901,939,000, 
with  the  deposits  of  all  national  banks  on 
September  11  last,  which  were  $7,679,370,000. 

Banking  Expansion. 

The  banking  expansion  which  has  taken 
place  since  the  close  of  the  year  1914  is  indi- 
cated by  the  following  condensed  statement  of 
the  deposits,  loans,  and  holdings  of  United 
States  and  other  securities  of  national  banks  at 
the  dates  given: 

In  thousands  of  dollars;  000  omitted. 

Dec.  31,        Nov.  10,        Nov.  17,         Nov.  20, 
1914  1915  1916  1917 

Deposits,     net,     on 
which   reserve  is 

computed     .....$6,668,325     $8,256,662     $9,976,980     $10,348,806 
Loans      and       dis- 
counts, including 

overdrafts 6.363,435       7,241,140       8.351101         9.550.571 

U.  S.  bonds 791,995  777,765  724,473       t2.354.183 

Other  stocks,  bonds 

and  securities*..    1,313.787       1,343,822       1.747,794         1.949.619 

•  Exclusive  of  Federal  Reserve  Itank  stock. 
t  Includes   United    States  certificates  of   indebtedness  and  pay- 
ments on  account  of  subscriptions  for  Liberty  loan  bonds. 

The  principal  items  of  the  weekly  statement 
of  the  Clearing  House  banks  of  New  York  are 
given  below  for  the  dates  stated : 

Jan.  26.  1918  Dec.  1,  1917  Dec.  30,  1916 
Loans,    investments. 

etc $4,113,882,000     $4,838,935,000  $3,339,450,000 

Net  demand  deposits  3,666.713.000       3,465.325.000  3.334.272.000 

Net   Gov't   deposits,       243,546.000  931.155.000      * 

Cash  and  reserves..       690,318.000          723.703,000  691,842.000 

Excess  reserve 96,681,750          152.122.000  117,335,000 

"  Not  reported  in  (Hearing  House  itatemenL 

The  increase  of  loans  and  investments  shown 
by  these  figures  has  been  mainly  due  to  hold- 
ings of  Government  securities,  principally 
Treasury  certificates. 

The  deposits,  loans  and  discounts  and  cash 
resources  of  all  banks  of  St.  Paul  and  Minne- 
apolis, for  the  dates  stated,  are  given  below, 
as  an  indication  of  banking  conditions  in  that 
section  of  the  country : 

Dec.  31. -17  Nov,  20, '17  Dec.  27, '16 

DcposIW    $308,084,000  $310,659,000  $245,342,000 

Loans  and  discounts 198,063.000  204.340,000  186.575.000 

Cash   resources    94.079.000  83,159,000  72,829.000 


These  figures  show  a  decided  gain  of  de- 
posits and  cash  resources  over  a  year  ago,  with 
a  small  increase  of  loans,  a  very  satisfactory 
showing. 

Bank  Credit  and  The  Bond  Issues. 

With  another  bond  issue  looming  up  for  the 
early  Spring,  and  little  prospect  of  a  reduction 
of  bank  loans  in  the  meantime,  there  is  more  talk 
to  the  effect  that  the  banks  will  have  to  be  a  larg- 
er factor  from  now  on  in  Government  financing. 
Business  men  say  that  with  the  high  prices  they 
are  needing  all  their  capital  in  their  own  business, 
and  bankers  say  that  it  is  taxing  their  resources 
to  take  care  of  their  home  demands  and  they 
think  they  will  have  to  pass  all  subscriptions  up 
to  the  reserve  banks  to  be  carried.  All  of  which 
means  that  we  have  not  yet  comprehended  that 
the  war  is  of  first,  not  secondary,  importance. 
We  will  never  make  a  success  of  it  by  giving  it 
what  time,  money  and  labor  we  have  left  over 
after  the  home  demands  are  satisfied. 

The  Federal  Reserve  authorities  have  repeat- 
edly shov.n  anxiety  that  bank  loans  shall  be  kept 
down,  and  that  the  public  shall  be  impressed  with 
the  necessity  of  curtailing  private  enterprises  and 
expenditures  and  paying  up  on  the  bond  subscrip- 
tions. But  there  is  something  so  plausible  and 
insidious  about  the  idea  of  financing  the  war  by 
having  the  banks  create  new  credit  that  the  stem 
alternative  of  cutting  down  the  use  of  credit  for 
other  purposes,  and  of  curtailing  all  business  byt 
that  which  supports  the  war,  has  a  poor  chance 
of  popular  favor  beside  it. 

What  is  the  objection  to  a  pyramid  of  credit, 
based  upon  government  bonds,  and  consisting, 
first,  of  individual  credit,  second,  of  member 
bank  credit  and,  finally,  of  reserve  bank  credit, 
all  backed  by  the  taxing  power  and  the  power  to 
issue  money?  What  can  be  better  than  such  a 
combination  as  this?  Why  not  finance  the  war 
in  this  way? 

The  answer  is  that  this  pyramid  of  credit  can- 
not add  one  day's  work  to  the  industrial  re- 
sources of  the  country.  The  entire  program  upon 
which  the  Covemment  is  proposing  to  spend 
about  $20,000,000,000  this  year  is  all  a  matter  of 
a  days'  works.  In  times  of  peace  the  labor  of  the 
country  is  employed  in  private  operations.  The 
production  consists  in  part  of  necessaries  for  im- 
mediate consumption,  in  part  of  luxuries,  and  in 
part  of  additions  to  the  productive  equipment. 
Now  comes  the  war,  and  the  Government  wants 
to  take  over  a  great  portion  of  the  working  force, 
and  also  asks  the  people  to  turn  into  the  Treasury 
money  enough  to  pay  it.  The  rational  way  of 
complying  with  this  request  would  seem  to  be, 
first,  cut  out  the  production  of  luxuries  or  non- 
essentials; second,  cut  down  the  additions  to 
permanent  improvements  and  eoninment.  re- 
stricting them  to  such  only  as  will  aid  in  carrying 
on  the  war  and  the  essential  industries;  third, 
keep  enough  people  employed  upon  necessaries  to 


support  the  country  and  the  army,  and  put  all  the 
others  on  war  work ;  fourth,  tum  into  the  Treas- 
ury through  taxes  and  loans  the  money  which  was 
previously  paid  to  these  people  now  released  from 
private  service  to  war  work;  since  we  are  no 
longer  expending  it  in  the  old  way  we  can  let  the 
Government  have  the  use  of  it.  The  account 
balances.  The  country  has  simply  diverted  pur- 
chasing power  from  one  class  of  work  to  another. 

The  other  way  of  meeting  the  Government's 
appeal  for  help  is  to  say.  as  considerately  as  pos- 
sible, and  with  all  possible  assurance  of  patrio- 
tism, that  we  are  sure  that  if  allowed  to  continue 
our  industries  and  occupations  as  usual  we  will 
be  able  to  do  a  great  deal  more  for  the  Govern- 
ment than  we  possibly  can  if  we  are  interfered 
with ;  therefoVe,  we  offer  to  cooperate  in  getting 
up  this  pyramid  of  credit,  and  challenge  the  world 
to  show  wherein  this  credit  is  defective  or  in- 
sufficient. We,  as  individuals,  will  give  our  notes 
to  our  bankers,  the  latter  will  lend  us  the  credit 
with  which  to  buy  Government  bonds,  and  we 
will  deposit  the  bonds  with  our  notes  as  colla- 
teral security;  the  bankers  can  re-discount  these 
notes  at  the  Federal  reserve  banks,  and  thus  re- 
coup themselves  for  the  advances  they  have 
made ;  and,  finally,  the  Federal  reserve  banks,  on 
the  strength  of  the  Government  bonds  in  their 
possession,  and  by  virtue  of  the  power  to  issue 
money,  can  furnish  the  currency  to  pay  all  bills. 

The  object  of  this  elaborate  scheme — this  pyra- 
mid of  credit — is  to  supply  the  Government  with 
the  means  to  go  off  and  fight  the  war  by  itself, 
leaving  us,  the  people,  to  go  on  with  business  as 
usual,  undisturbed.  The  only  weakness  in  the 
scheme  is  that  it  does  not  provide  the  Govern- 
ment with  army,  navy  or  equipment.  These  can 
be  had  only  by  taking  men — labor — out  of  peace 
employments  and  placing  them  in  the  employ  of 
the  Government.  But  when  this  is  done,  they  go 
off  our  private  pay-rolls  and  upon  the  Govern- 
ment's pay-rolls,  and  if  we  will  now  pay  into  the 
Treasury  what  we  formerly  paid  to  them,  or  for 
the  things  they  were  making,  there  will  be  no 
need  for  a  pyramid  of  credit. 

Qovemment  Demands  Unlimited. 

There  is  a  theory  that  this  war  task  can  be 
somehow  handled  by  increased  energy  and  out 
of  resources  heretofore  in  reserve.  But  the  de- 
mands of  the  Government  are  very  elastic;  they 
amount  to  all  it  can  get.  The  more  men  we  can 
send  to  France  the  better,  the  more  cannon  we 
can  put  on  the  line  the  better,  the  more  ships  and 
aeroplanes  and  supplies  of  infinite  varfety  we  can 
send,  the  better.  And  finally  the  more  people  we 
can  keep  on  the  farms  and  send  back  to  the  farms, 
the  better.  There  was  15%  less  hired  labor  on 
the  farms  of  New  York  State  in  April,  1917, 
than  the  year  before,  and  still  less  now.  It  is 
said  that  people  cannot  change  their  occupa- 
tions, that  many  are  not  adapted  to  the  work  now 
of  pressing  importance,  but  such  comments  only 
show  that,the  imperative  nature  of  war  demands 


are  not  understood.  The  people  who  utter  them 
need  to  take  a  trip  through  the  war  zone  and  in- 
tcr\icw  the  inhabitants.  They  would  come  back 
with  a  different  idea  of  the  importance  of  keep- 
ing people  in  their  accustomed  occupations  and  of 
sustaining  the  luxury  trades. 

Expansion  and  Inflation. 

We  have  attempted  before  to  show  the  differ- 
ence between  expansion  and  inflation  in  the  bank- 
ing situation.  The  former  results  from  taking 
up  the  slack  in  industry,  increasing  the  activity 
and  production  of  all  branches,  and  some  degree 
of  increase  in  wages  and  prices  which  is  inci- 
dental thereto  and  unavoidable.  The  condition 
of  scarcity  and  abnormal  demand  created  by  the 
war,  and  the  reaction  of  foreign  markets  upon 
our  own,  would  inevitably  cause  a  rise  of  mate- 
rials and  labor  even  though  inflation  did  not 
follow.  . 

But  it  is  almost  impossible  to  tell  where  legiti- 
mate expansion  runs  into  inflation,  and  this  is  the 
peril  of  the  situation.  To  the  individual  employer 
who  sees  an  insistent  unsatisfied  demand  for  his 
goods  at  profitable  prices  it  looks  like  legitimate 
expansion  to  borrow  money  to  increase  his  out- 
put, but  if  he  only  accomplishes  his  increase  by 
drawing  labor  away  from  some  other  equally 
essential  industry,  the  country  has  gained  noth- 
ing and  inflation  has  begun. 

It  can  hardly  be  questioned  in  view  of  labor 
conditions  over  the  country  and  the  increase  of 
bank  loans  which  has  occurred  in  the  last  two 
years  that  a  considerable  degree  of  inflation  has 
already  occurred.  Moreover,  the  condition  of  the 
railroads,  with  more  business  than  they  can 
handle,  indicates  that  the  expansion  of  industry 
for  the  present  is  up  against  a  rather  definite  limi- 
tation in  that  quarter.  Official  reports  to  the 
effect  that  there  is  no  shortage  of  labor  in  the 
country  must  be  taken  with  many  grains  of  al- 
lowance, as  opposed  to  common  knowledge. 

The  prices  of  the  staple  commodities  show  that 
the  public  is  bidding  against  itself  insistently. 
The  review  of  the  cotton  goods  market  in  1917 
by  "Cotton"  says : 

All  previous  records  of  sales  were  eclipsed.  Cloth 
that  had  been  bought  very  moderately  for  the  fall 
season  of  1917  at  9  cents  and  lO'/i  cents,  was  sold 
for  the  spring  season  of  1918  to  the  fullest  capacity 
of  the  largest  mills  at  prices  ranging  from  16j4  to 
Vyi  cents.  In  the  middle  of  December,  when  it 
became  necessary  to  put  prices  on  gingham  lines 
for  fall,  1918,  these  lines  were  priced  at  22'/3  cents 
and  23^  cents.  The  well  known  Amoskeag  19,000 
range  shirting  chambray  was  priced  for  fall,  1918,  at 
25  cents  a  yard,  net.  In  early  1915,  the  same  cloth 
sold  as  low  as  6'/2  cents.  The  curious  part  of  the 
situation  was  that  the  demands  at  the  top  prices 
indicated  were  less  easily  satisfied  than  the  calls 
made  for  the  goods  at  the  low  prices. 

In  the  knit  goods  section  the  same  publication 
says: 

Buyers  in  the  main  took  as  many  dozens  as  a  year 
ago,  notwithstanding  the  almost  criminally  high 
prices  forced  on   manufacturers   by   higher   operating 


costs  and  the  ascendency  of  yarns.  A  specimen 
radical  advance  is  shown  in  a  line  of  ribbed  shirts 
and  drawers  which  sold  normally  at  $\.92yi  a  dozen 
and  is  selling  now  at  $5.25.  In  November,  1916, 
buyers  raised  the  cry  that  the  consumer  would  not 
stand  for  the  high  prices  which  the  distributors  then 
paid  with  much  reluctance.  The  buyers  were  wrong. 
Not  only  is  business  going  along  "as  usual"  meas- 
ured in  dozens,  but  there  is  a  strong  leaning  toward 
the  better  grades  at  prices  higher  than  ever  before 
were  heard. 

The  Boston  Commercial  Bulletin  in  its  annual 
review  of  the  wool  trade  (1917)  says: 

On  the  first  of  January,  1914,  line  staple  territory 
wools  were  quotable  at  51  cents,  clean  basis;  the  fol- 
lowing January  1,  they  were  worth  63  cents ;  two 
years  ago,  they  had  risen  to  75  cents  and  a  year  ago 
to  $1.10,  while  the  current  quotation  is  from  $1.85  to 
$1.90. 

The  New  York  Journal  of  Commerce  of  Jan- 
uary 29,  1918,  says: 

During  the  past  two  weeks,  while  the  markets 
have  been  filled  with  dry  goods  buyers,  it  has  been 
made  clear  tliat  merchants  are  thinking  more  of 
credits  and  production  than  of  distribution  and  con- 
sumption. The  anxiety  to  get  orders  entered  with 
mills  for  goods  to  be  made  for  fall  delivery  has  been 
unlike  anything  the  present  generation  of  merchants 
has  encountered  in  previous  experience.  Knowing 
that  mills  cannot  possibly  turn  out  as  many  goods 
this  year  as  last  year,  buyers  have  gone  on  laymg 
down  larger  orders  than  a  year  ago  and  have  been 
filing  statements  to  show  that  the  need  of  more 
goods  is  genuine  and  not  based  upon  speculative 
hopes.  How  the  goods  will  be  paid  for  appears  to 
have  been  settled  in  the  minds  of  the  buyers,  or  at 
least  they  have  quibbled  less  about  high  prices  than 
they  do  normally  about  low  prices. 

The  same  situation  exists  in  practically  all 
lines  of  commodities.  The  country  is  tr}'ing  to 
solve  the  problem  of  a  shortage  of  goods  by 
raising  prices  and  wages.  Each  individual  thinks 
he  can  solve  his  own  part  of  it  that  way,  but 
the  only  real  solution  is  by  adapting  consumption 
to  supply  and  by  curtailing  production  in  some 
lines  in  order  that  there  may  be  more  labor  in 
other  lines. 

Prices  and  Credit  Related. 

It  is  said  that  there  must  be  more  credit  in  or- 
der that  business  can  be  handled  upon  this  price 
level,  but  prices  and  the  supply  of  credit  act  and 
react  upon  each  other.  More  credit  means  more 
facilities  to  the  public  for  bidding  against  itself. 
When  facilities  for  making  purchases  increase 
fa.ster  than  the  facilities  for  making  goods,  with 
a  demand  situation  like  the  present,  any  amount 
of  credit  will  be  absorbed.  Legitimate  expansion 
becomes  pure  inflation. 

When  credit  is  placed  at  the  disposal  of  the 
Govemment,  or  created  by  the  Government  for 
its  own  use,  and  checked  over  to  individuals  in 
payment  for  commodities  or  services,  it  continues 
to  be  purchasing  power  in  the  hands  of  the  re- 
cipients, and  when  they  pass  it  on  it  enters  into 
bank  deposits  and  general  circulation  as  new  pur- 
chasing power,  and  is  never  extinguished  until 
this  process  of  circulation  is  stopped  by  the  can- 
cellation of  an  equal  amount  of  indebtedness  and 
bank  deposits. 


The  new  purchasing  power  put  into  circulation 
by  Government  operations  and  remaining  in  cir- 
culation, supports  competition  with  the  Govern- 
ment for  labor  and  supplies,  increases  the  cost  of 
everything  it  must  buy,  decreases  the  purchasing 
power  of  its  income  from  taxes  and  bond  sales, 
compels  a  corresponding  increase  of  taxation  and 
loans,  makes  a  greater  debt  to  be  carried  after  the 
war,  probably  for  a  long  period,  and  when  the 
earnings  and  profits  of  tax-payers  are  likely  to  be 
much  lower  than  in  war  time.  Furthermore,  it 
promotes  the  creation  of  a  great  body  of  private 
indebtedness  which  will  have  to  be  worked  out 
after  the  war  under  similar  onerous  conditions. 

It  is  especially  important  that  these  principles 
shall  be  clearly  comprehended  by  the  bankers  of 
the  country  in  order  that  the  policies  of  the  Fed- 
eral Reserve  Board  and  of  the  Treasury  Depart- 
ment shall  have  intelligent  interpretation  and  sup- 
port throughout  the  banking  system.  It  is  recog- 
nized that  there  must  be  a  large  amount  of  bor- 
rowing for  the  loans ;  temporary  accommodations 
must  be  freely  extended,  but  the  fact  that  tlie 
Government  requires  real  capital  must  be 
brought  home  to  the  people.  If  it  is  necessary  to 
extend  credit  to  promote  subscriptions  to  the 
Government  loans,  then  an  effort  should  be  made 
to  curtail  the  use  of  credit  in  other  directions,  so 
that  borrowing  in  the  aggregate  will  be  kept 
down.  If  the  industries  are  to  be  largely  occupied 
with  war  work  it  should  be  possible  to  reduce  the 
volume  of  borrowing  for  other  uses,  and  it  is  the 
duty  of  bankers  to  see  that  enterprises  which  ^e 
not  essential  to  the  public  interests  at  this  lime, 
are  not  allowed  to  absorb  funds.  Credit  is  to  be 
dealt  out  on  the  same  principle  upon  which  coal 
is  allotted,  with  a  realization  tliat  the  supply  is 
limited  and  every  dollar  is  needed. 

The  vast  expenditures  of  the  Government  at  a 
high  level  of  prices  and  wages,  and  with  employ- 
ment running  full  and  over,  in  itself  creates  i 
demand  for  things  for  private  consumption  which 
if  it  has  free  play  will  interfere  with  Government 
operations.  It  will  be  admitted  that  it  is  not  pos- 
sible to  have  such  a  complete  adaptation  of  in- 
dustry as  will  subordinate  all  private  actions  t.i 
the  Government  needs.  Some  degree  of  inflation 
is  inevitable,  but  the  less  there  is  of  it  the  better. 
The  further  along  we  get  the  more  clearly  it  ap- 
pears that  the  directing  hand  of  the  Govemmenf 
is  required  throughout  the  task,  substituting  war 
work  for  non-essential  work  by  distributing  con- 
tracts in  such  a  way  that  the  existing  industrial 
organization  will  be  utilized  and  the  supply  of 
non-essential  things  thus  definitely  curtaiJed  at 
the  source. 

Corporate  and  Private  Financing. 

The  needs  of  the  Government  for  capital  have 
created  a  difficult  situation  for  all  borrowers  who 
must  look  to  the  general  market  for  funds,  and 
have  made  it  necessary  that  steps  should  be 
taken  to  have  such  cases  passed  upon  by  some 


competent  authority.  From  one  standpoint  it  is 
desirable  to  keep  the  market  closed  to  efforts  to 
raise  money  for  unnecessary  undertakings,  and 
on  the  other  hand  it  is  equally  important  that 
corporate  or  private  financing  which  is  necessary 
to  maintain  the  credit  or  efficiency  of  vital  in- 
dustries, or  to  extend  or  provide  for  essential 
public  services,  shall  have  proper  attention. 

The  New  York  Evening  Post  has  compiled  a 
list  of  corporation  obligations  in  sums  of  $500,- 
000  and  over,  which  will  mature  in  the  year  1918, 
amounting  to  $669,943,772,  and  divided  as  fol- 
lows: Railroads,  $259,775,238;  Public  Utilities, 
$214,661,080;  Industrial  and  miscellaneous. 
$195,507,454. 

Needs  of  Railroads. 

The  railroads  are  in  the  hands  of  the  Govern- 
ment so  far  as  operating  policies  are  concerned, 
and  this  would  seem  to  include  the  determination 
of  expenditures  for  equipment  and  extension  of 
facilities.  Director-General  McAdoo,  however, 
has  indicated  that  he  expected  the  several  com- 
panies to  do  their  own  necessary  financing  in  the 
public  market,  and  that  the  strong  companies 
would  be  able  to  raise  funds  on  the  strength  of 
the  Government  guaranty  of  earnings.  This 
probably  will  be  true  of  the  companies  whose 
guaranteed  earnings  are  sufficient  to  meet  the  re- 
quirements. The  pending  railway  bill  carries  an 
appropriation  of  $500,000,000  from  which  the 
President  is  authorized  to  "provide  terminals,  im- 
provements, engines,  rolling  stock  and  other 
necessary  equipment,"  but  he  may  "also  make,  or 
order  any  carrier  to  make,  any  additions  or  im- 
provements necessary."  It  is  probable  that  those 
in  good  credit  will  be  required  to  make  their  own 
terms  in  the  public  market  and  that  the  Goverrj- 
ment  will  give  help  where  necessary  and  the  pub- 
lic interest  requires. 

The  Federal  Reserve  Board  has  announced 
a  voluntary  plan  of  organization  for  passing  up- 
on capital  issues  amounting  to  $500,000  or  over 
in  the  case  of  corporations  and  $250,000  or  over 
in  the  case  of  States,  counties  and  municipalities. 
It  has  created  a  Capital  Issues  Committee,  con- 
sisting of  three  members  of  the  Board,  and  an 
Advisory  Committee  composed  of  three  invest- 
ment bankers,  and  all  persons,  firms,  or  cor- 
porations contemplating  capital  issues  are  in- 
vited to  communicate  voluntarily  with  the 
Capital  Issues  Committee.  The  latter  and  the 
Advisory  Committee  will  undertake  to  pass 
only  upon  whether  the  object  of  a  proposed 
undertaking  is  such  as  to  entitle  it  to  an  oppor- 
tunity upon  the  market  at  this  time.  Although 
the  submission  of  projects  to  the  Capital 
Issues  Committee  is  voluntary  unless  Congress 
enacts  legislation  to  make  it  compulsory,  it  is 
believed  that  it  would  be  difficult  to  interest 
the  public  in  an  enterprise  which  did  not  have 
its  approval. 

The  Capital  Issues  Committee  will  organize  at 
each  of  the  twelve  Federal  Reserve  Banks  local 
committees  to  furnish  to  it  such  additional  in- 


formation  and  recommendations  as  the  Board 
may  require  in  dealing  willi  cases  originating  in 
the  respective  districts. 

**War  Finance  Corporation." 

The  Secretary  of  the  Treasury  has  prepared  a 
bill  for  the  creation  of  a  new  corporation,  to  be 
known  as  the  "War  Finance  Corporation,"  which 
if  adopted  by  Congress  will  not  only  have  the 
power  to  license  or  refuse  to  license  corporations 
desiring  to  place  securities  on  the  public  market, 
but  to  supply  credit  for  such  purposes  to  an  ex- 
tent reaching  startling  figures.  The  Corporation 
is  to  be  managed  by  a  Board  of  Directors  con- 
sisting of  the  Secretary  of  the  Treasury  and  four 
appointed  persons,  and  the  capital  is  to  be  $500,- 
000,000,  all  provided  by  an  appropriation  from 
the  Treasury.  The  Corporation  will  be  empow- 
ered to  make  advances  for  periods  not  exceed- 
ing five  years,  to  banks  which  have  outstanding 
loans  to  persons  or  industrial  companies  whose 
operations  shall  be  necessary  to  or  contributory 
to  the  war,  and  also,  in  exceptional  cases,  to 
make  loans  direct  to  such  persons  or  companies ; 
such  loans  not  to  exceed  75  per  cent,  of  the 
value  of  the  collateral  furnished;  also  to  make 
loans  to  savings  banks  for  periods  not  exceed- 
ing 90  days,  same  to  be  covered  by  collateral  to 
tlie  extent  of  125  per  cent. 

So  much  of  the  measure  will  be  generally  ac- 
cepted as  creating  powers  which  it  is  desirable  to 
have  lodged  in  a  Government  Board,  in  view  of 
the  present  extraordinary  financial  conditions, 
but  the  bill  goes  on  to  empower  this  Corporation 
to  issue  its  interest-bearing  notes  in  the  exercise 
of  its  functions  to  the  amount  outstanding  at  any 
one  time  of  eight  times  its  capital,  and  to  au- 
thorize the  Federal  reserve  banks  to  deal  in  such 
notes  in  the  same  manner  and  to  the  same  exterit 
as  bonds  or  notes  of  the  United  States  not  bear- 
ing the  circulation  privilege,  and  to  rediscount  or 
purchase  paper  secured  by  such  notes  in  the  same 
manner  and  to  the  same  extent  as  paper  secured 
by  obligations  of  the  United  States,  and  with  the 
approval  of  the  Federal  Reserve  Board  use  these 
notes  as  the  basis  of  currency  issues.  It  is  fur- 
ther provided  in  this  connection  that  when  Fed- 
eral Reserve  notes  are  issued  for  this  pur- 
pose, a  special  interest  charge  may  be  made 
on  them,  in  the  discretion  of  the  Federal  Re- 
serve Board.  This  is  evidently  for  the  purpose 
of  exercising  some  degree  of  restraint  over  the 
volume  of  such  issues,  but  it  would  be  a  very 
slight  brake  for  a  very  heavy  load  on  a  very 
dangerous  down-hill  road. 

These  are  extraordinary  times  and  nobody 
wishes  to  withhold  from  the  administration  at 
Washington  any  degree  of  authority  which 
may  be  necessary  to  secure  the  most  effective 
mobilization  and  use  of  our  resources  during 
the  war,  but  this  measure  clearly  contemplates 
the  use  of  credit  in  a  manner  and  to  a  degree 
which  in  our  opinion  cannot  be  advantageous  to 
the  country  under  any  conceivable  circumstances. 


Our  views  as  to  the  use  of  bank  credit  or 
paper  money  in  financing  the  war  have  been 
definitely  expressed  repeatedly,  and  are  ex- 
pressed elsewhere  in  this  issue,  so  that  it  is  un- 
necessary for  us  to  go  further  here  than  to  say 
that  we  do  not  believe  there  will  be  any  occasion 
to  inflate  the  credits  of  the  reserve  banks  or  the 
currency  of  the  country  to  the  extent  indicated, 
or  that  it  can  be  done  without  disastrous  re- 
sults. It  is  undoubtedly  important  to  support 
the  essential  industries  of  the  country  and 
bring  them  to  the  highest  possible  efficiency, 
but  the  printing  press  is  not  an  effectual 
agency  for  accomplishing  that  purpose.  That 
end  must  be  accomplished  by  organizing,  co- 
ordinating and  directing  the  industries  and  con- 
centrating them  upon  war  work. 

Moreover,  as  this  is  the  view  which  the 
Federal  Reserve  Board  and  the  Secretary  of 
the  Treasury  have  tenaciously  held  and  ably 
advocated  in  the  past  we  feel  bound  to  assume 
that  they  are  not  really  intending  to  depart 
from  it  so  far  as  the  text  of  this  measure  would 
indicate.  We  think  it  a  mistake  to  even  coun- 
tenance such  a  pt^iicy  by  providing  for  its  pos- 
sible adoption. 

Emergency  Currency  Issues. 

We  recognize  one  condition  under  which  it 
might  be  desirable  that  sound  investment  se- 
curities should  be  accepted  by  the  reserve 
banks  as  the  basis  of  loans  and  currency  issues. 
That  is  in  case  of  a  great  crisis  which  included 
a  run  on  the  member  banks  or  savings  banks 
by  depositors.  It  is  conceivable  that  this 
might  occur  at  a  time  when  in  some  localities 
the  banks  might  not  have  an  ample  supply  of 
the  paper  now  defined  as  eligible  for  re-dis- 
count, in  which  case,  and  for  no  other  pur- 
pose, the  public  interests  would  be  served  if 
municipal  and  railroad  bonds  and  other  high- 
class  securities,  were  accepted.  Not  a  few 
people  regretted  to  see  the  Aldrich-Vreeland 
act  e\|;ire  com|)leieIy,  for  this  reason.  The 
plan  proposed  by  the  National  Monetary  Com- 
mission provided  for  such  issues  under  extra- 
ordinary conditions,  by  special  permission  of 
the  Secretary  of  the  Treasury. 

There  is  a  distinct  difference,  however,  be- 
tween the  use  of  currency  to  pay  off  depositors 
and  its  use  to  increase  the  purchasing  facilities 
of  the  community.  When  used  to  pay  off  deposi- 
tors there  is  no  inflation  of  credit,  but  merely  a 
substitution  of  one  form  of  credit  for  another, 
and  it  occurs  at  a  time  when  contraction  and 
liquidation  are  the  order  of  the  day. 

The  refunding  of  railway  and  other  obliga- 
tions maturing  in  the  near  future  does  not  in- 
volve any  serious  competition  with  Govern- 
ment financing  for  they  do  not  require  a  net 
amount  of  new  capital.  If  they  are  paid  off 
by  fresh  capital  an  equal  amount  of  old  capital 
is  released.  Their  successful  refunding  is  al- 
most wholly  a  matter  of  interest  rates,  and  a 


guaranty  by  the  War  Finance  Corporation  or 
by  the  Government  direct  would  certainly 
take  care  of  such  cases. 

The  only  demands  for  capital  which  come  in- 
to competition  with  the  Government  are  those 
which  require  the  investment  of  labor  and 
materials  and  whatever  hocus  pocus  may  be 
resorted  to  for  obtaining  credit  it  is  certain 
that  labor  and  materials  cannot  be  conjured  up 
by  legislation.  They  must  be  saved  from 
other  uses,  and  saving  is  not  promoted  by  the 
mere  expansion  of  credit. 

Farm  Loan  Situation. 

The  Federal  Farm  Loan  Board  in  its  annual 
report  issued  last  month  represents  that  a  se- 
rious situation  exists  in  the  farm  loan  field,  in 
that  not  only  the  amount  of  new  capital  avail- 
able for  farm  improvement  is  much  re- 
stricted, but  that  an  important  amount  of  cap- 
ital already  invested  in  farm  loans  is  being 
withdrawn,  as  maturities  occur,  for  investment 
elsewhere.  On  account  of  the  abnormal  finan- 
cial conditions,  which  have  interfered  with  the 
introduction  of  Farm  Loan  bonds,  and  to  sup- 
ply capital  for  promptly  relieving  the  situation 
the  Board  recommended  that  Congress  author- 
ize the  Secretary  of  the  Treasury  to  purchase 
$100,000,000  of  Farm  Loan  bonds  in  each  of  the 
fiscal  years  ending  June  30,  1918,  and  June  30, 
1919.  On  the  strength  of  these  representations 
an  act  carrying  out  these  recommendations  has 
been  passed. 

The  Farm  Loan  Board  reported  that  appli- 
cations had  been  filed  for  ?2 10,750,740  of  loans, 
and  approved  for  $105,136,529  of  them,  and  that 
loans  had  actually  been  completed  for  $29,824,- 
655.  The  method  of  making  loans  through  co- 
operative associations  is  found  to  be  somewhat 
cumbersome,  and  the  cause  of  delay,  but  the 
Board  recommends  that  it  be  tried  for  another 
year.  The  interest  rate  to  borrowers  has  been 
raised  to  5j.^  per  cent. 

Loan  Maturities. 

The  extent  to  which  investors  will  desire  to 
shift  their  funds  from  farm  mortgages  to  other 
securities  is  uncertain.  Insurance  companies 
are  a  very  large  factor  in  the  farm  loan  situa- 
tion, and  it  is  not  likely  that  they  will  make  any 
radical  change  in  their  policies,  although  they 
may  raise  interest  rates  to  correspond  with  the 
yield  from  other  securities.  The  Farm  Mort- 
gai^e  Bankers  Association  estimates  that  $800,- 
000,000  of  farm  mortgages  mature  annually, 
and  one  prominent  authority  estimates  that  20 
per  cent,  of  the  maturities  will  have  to  be  paid 
or  refunded.  This  would  seem  to  present  a 
serious  situation,  but  it  probably  does  not  in- 
volve much  more  than  an  advance  of  the  in- 
terest rate. 

The  market  for  loans  upon  city  property  is 
very  much  depressed,  but  aside  from  reductions 
which  are  required  to  bring  loans  into  line 


with  property  values  little  is  heard  of  com- 
pulsory payments. 

Next  Government  Loan. 


No  decision  has  been  announced  as  to  the  date, 
amount  or  terms  of  the  next  Liberty  Loan.  The 
Secretary  of  the  Treasury  has  offered  for  sale 
$400,000,000  of  Treasury  Certificates,  bearing  4 
per  cent  interest,  due  April  22nd  and  converti- 
ble into  the  Third  Liberty  Loan,  which  has  been 
taken  as  indicating  that  he  expects  to  have  the 
Loan  closed  before  that  date,  and  will  probably 
open  the  campaign  not  later  than  March  15th. 

The  Secretary  has  repeated  the  statement  that 
the  Treasury  will  have  to  raise  $10,000,000,900 
by  loans  between  now  and  July  1st,  and  in  view 
of  the  huge  tax  payments  which  come  in  June 
the  bonds  will  apparently  have  to  be  sold  in 
one  campaign.  The  total  amount  of  Treasury- 
Certificates  permitted  to  be  outstanding  at  one 
time  under  existing  law  is  $4,000,000,000,  and  of 
these  more  than  $1,000,000,000  are  due  on  June 
25th.  The  proceeds  of  these  have  been  received 
and  disbursed.  This  leaves  only  about  $3,000,- 
000.000  of  the  certificates  available  to  apply  on 
the  $10,000,000,000  requirement,  but  Congress 
may  increase  the  authorization. 

It  is  assumed  that  there  will  be  new  financial 
legislation  before  the  next  bond  issue  is  an- 
nounced. The  amount  of  bonds  remaining  un- 
sold under  the  existing  authorization  in  only  $3,- 
666,233,850,  and,  moreover,  it  is  not  likely  that 
another  oflFering  will  be  made  without  changing 
the  terms  in  some  respects.  The  Second  Liberty 
4's  are  now  selling  on  the  market  at  about  96)4. 
and  with  the  further  decline  opinion  has  grown 
that  it  will  be  advisable  to  raise  the  rate,  or  in  any 
event  change  the  terms  in  some  manner  which 
will  improve  their  status.  At  %>4  they  yield  a 
little  under  4.25  per  cent  to  the  purchasers.  A 
new  issue  might  carry  4  per  cent  but  be  redeema- 
ble at  a  premium,  or  the  time  might  be  short- 
ened and  the  rate  raised. 

Sales  of  3)ia  and  4s. 

The  total  sales  of  the  Second  4's  on  the  stock 
exchange  since  the  trading  in  them  began  on  No- 
vember 3,  up  to  and  including  January  26,  was 
$90,238,000,  and  the  total  sales  of  first  4's  (con- 
verted 3i/$'s)  was  $2,318,000.  The  aggregate 
sales  of  both  classes  of  4's,  therefore,  was  $92,- 
556,000.  These  comparatively  small  offerings 
have  broken  the  market,  because  normal  demand 
was  already  more  than  satisfied.  The  figures  will 
show  the  error  of  thinking  that  the  individual  who 
sells  h's  bonds  below  cost  is  merely  making  a 
patriotic  sacrifice  at  his  own  expense,  and  go  far 
to  answer  the  query  whether  a  person  should  sub- 
scribe to  help  make  up  a  quota  and  with  the  in- 
tention of  selling  as  soon  as  subscriptions  are 
closed.  It  is  just  as  important  to  keep  the  bonds 
as  it  is  to  subscribe  for  them,  and  nothing  is 
gained  by  not  meeting  the  money-raising  prob- 
lem face  to  face.    We  say  this  with  full  appreci- 


ation  that  these  subscribers  who  expected  to  sell 
and  accept  a  loss  were  actuated  by  a  very  com- 
mendable desire  to  help  the  cause. 

Certificate  Issues. 

As  the  proceeds  of  the  Second  Liberty  Loan 
have  now  been  received  in  full  and  expended, 
the  Treasury  will  be  dependent  for  the  next  ten 
weeks  or  more  mainly  upon  sales  of  Treasury 
Certificates,  and  it  is  desirable  that  these  shall  be 
stimulated.  Heretofore,  the  New  York  banks 
have  taken  from  40  to  60  per  cent,  of  each  issue, 
not  because  they  wanted  so  many,  but  because 
it  was  necessary  to  meet  the  needs  of  the  Treas- 
ury. The  Federal  Reserve  Board  is  now  urging 
that  each  reserve  bank  present  to  the  banks 
of  its  district  the  importance  to  the  Treasury  of 
a  general  response  to  these  offerings,  and  the  spe- 
cial advantages  which  they  offer  to  the  banks  as 
short  investments.  They  rim  only  a  few  months 
and  are  a  certain  means  of  creating  credit  at  the 
reserve  banks.  It  is  estimated  that  the  Treasury 
will  have  to  raise  by  this  means  approximately 
$300,000,000  per  week  until  it  begins  to  receive 
the  proceeds  of  the  next  loan.  The  Governor  of 
the  Boston  Reserve  Bank  having  been  appealed 
to  by  the  Reserve  Board  to  raise  the  quota  for 
that  district,  and  having  conferred  with  the  of- 
ficials of  the  Boston  Clearing  House  has  issued  a 
circular  letter  to  the  banks  in  that  district,  asking 
each  bank  to  subscribe  weekly  to  these  succes- 
sive issues  an  amount  equal  to  134  per  cent,  of  its 
total  resources.  In  ten  weeks  subscriptions  at 
this  rate  would  amount  in  the  aggregate  to  15 
per  cent,  of  a  bank's  resources.  The  total  re- 
sources of  all  the  national  banks,  state  banks  and 
trust  companies  in  the  country  are  about  $37,- 
000,000,000  and  of  all  national  banks  about  $17,- 
000,000,000.  As  complete  voluntary  compliance 
by  all  banks  is  not  to  be  expected  the  proposal 
of  a  uniform  subscription  of  1J4  per  cent,  of  re- 
sources is  a  reasonable  one.  Governor  Morss 
says,  truly,  that  the  Secretary  of  the  Treasury 
has  the  right  under  existing  conditions  to  ask 
the  banks  for  this  service.  The  certificates  will 
be  received  in  payment  for  subscriptions  to  the 
next  loan,  and  by  taking  them  in  installments 
from  week  to  week  the  bankers  will  be  antici- 
pating the  loan  subscriptions  and  handling  the 
payments  in  the  most  convenient  manner.  If  all 
bankers  will  participate  as  suggested,  the  situa- 
tion can  be  handled  without  difficulty,  but  if  many 
decline  to  do  so  they  will  throw  an  excessive  bur- 
den upon  the  others.  All  of  this  is  true  and  ur- 
gent. The  greatest  financial  task  ever  undertak- 
en by  any  nation  is  directly  before  the  United 
States,  and  the  first  effort  is  up  to  the  banks. 

$10,000,000,000  in  Five  Months. 

The  task  of  raising  $10,000,000,000  in  the  next 
five  months,  in  addition  to  the  payment  of  income 
and  profit  taxes,  is  something  stupendous  to  con- 
template. Moreover,  it  still  perplexes  the  aver- 
age man  to  figure  out  how  tfiis  amount  can  be 


disbursed  for  services  performed.  Excluding 
taxes,  the  sum  amounts  to  an  average  of  $2,000,- 
000,000  per  month  to  July  1st.  Of  this,  $500,- 
000,000  per  month  is  for  the  Allies,  but  as  it  will 
be  expended  in  this  country  it  need  not  be  con- 
sidered separately  from  our  own  disbursements. 
From  July  1st  to  January  the  total  disbursements 
aggregated  $5,201,808,914  and  for  the  month  of 
January  to  and  including  the  28th  they  amounted 
to  $1,013,857,304.  It  does  not  seem  possible 
that  the  amount  of  work  actually  done  between 
now  and  July  1st  can  call  for  $10,000,000,000, 
but  work  may  be  under  way  and  partially  com- 
pleted which  will  bring  the  payments  up  to  that 
sum.  In  that  case,  however,  the  payments,  prob- 
ably would  be  largely  in  reimbursement  of  bank 
advances,  which  would  make  the  task  in  some 
degree  easier. 

We  have  maintained  that  the  industrial  end  of 
the  Government's  undertakings  is  more  proble- 
matical than  the  financial  end,  because  in  the  na- 
ture of  things,  whatever  work  is  actually  done 
can  be  paid  for,  and  in  fact  is  already  paid  for, 
by  somebody.  The  contractors,  or  whoever  has 
loaned  money  to  them,  or  sold  things  to  them  on 
credit,  have  paid  for  it.  When  goods  have  been 
delivered  the  cost  of  making  them  has  evidently 
been  borne  by  some  one.  What  remains  to  bn 
done,  is  to  distribute  the  cost  over  the  country 
and  reimburse  the  people  who  have  made  the  ad  • 
vances. 

Foreign  Exchanges. 

The  merchandise  exports  and  imports  of  the 
United  States  for  the  last  three  calendar  years 
compare  as  follows : 

1917.  1916.  1915. 

Exports    $6,226,000,000     15,480,900,931     $3,554,670,847 

Import*    2,952,000,000       2,391,716,335       1,778,596,695 

Excess    imports...  $3,274,000,000     $3,089,184,596    $1,776,074,152 

Imports  and  exports  of  gold  in  1917  were  as 
follows,  by  months: 

1917:  Imports  Exports     Excess  Imports 

December $2,500,000  !f4, 500,000  •$2,000,000 

November 3,000,000             7,000,000  N,000,000 

October 4,000,000  11,000.000  '7,000,000 

September 4.171,513  31,332,396  •27,160,883 

August 18,692,170  46,049,306  '27,357,136 

July 27.000.000  69.000.000  '42,000.000 

June 91,000.000  67.000.000  24.000,000 

May 52,000,000  58.000,000  '6.000,000 

April 32,000.000  17.000,000  15,000.000 

M^rch 139,498,590  17,919,601  121,578.989 

February 103,766,495  22.068,059  81,698,436 

January  . 58,926,258  20,719,898  38,206,360 

Total $536,555,026       $371,589,260       $280,483,785 

It  will  be  seen  that  the  heavy  importations 
were  in  the  early  months  of  the  year.  In  the 
latter  part  of  the  year  the  Government  placed 
an  embargo  upon  exportations,  which  was  very 
effective.  The  understanding  when  the  em- 
bargo was  announced  was  that  gold  would  be 
supplied  to  accommodate  our  necessary  trade, 
but  it  will  be  seen  that  the  amount  of  require- 
ments adjudged  necessary  in  the  last  three 
months  was  very  small. 


Abnormal  Exchange  Rates. 

This  policy  has  resulted  in  an  abnormal  state  of 
affairs  in  the  exchanges,  the  dollar  being  gener- 
ally at  a  discount  in  the  neutral  countries.  The 
Scandinavian  exchanges  have  been  at  a  premium 
of  20  to  25  per  cent.,  Swiss  20  per  cent.,  Hol- 
land 10  per  cent.,  Spain  25  per  cent.,  and  Ar- 
gentina 10  per  cent.  The  situation  as  to  Ar- 
gentina has  been  most  serious,  because  of  our 
heavy  importations  of  wool  and  hides  from 
there,  and  absolutely  required  for  our  indus- 
tries. Finally  an  agreement  has  been  reached 
by  the  United  States  Government  with  the 
Government  of  Argentina  by  which  the  latter 
creates  a  bank  credit  in  Buenos  Aires  through 
which  obligations  of  United  States  importers 
may  be  liquidated.  The  Government  of  the 
United  States  gives  assurance  that  this  credit 
will  be  eventually  satisfied  by  the  movement  of 
gold,  but  for  the  present  United  States  mer- 
chants having  payments  to  make  in  Argentina 
will  pay  the  amount  into  the  Federal  Reserve 
Bank  of  New  York,  plus  3  per  cent,  to  cover 
transportation  and  expense,  for  account  of  the 
Argentine  government.  This  is  an  interesting 
situation,  as  the  Argentine  government,  a  bor- 
rower abroad,  is  virtually  lending  its  credit  to 
the  United  States,  a  neighborly  and  friendly  act. 
mutually  beneficial. 

The  Argentine  government  has  entered  upon 
a  much  larger  credit  operation  with  Great 
Britain  and  France  for  a  similar  purpose.. 
These  governments  have  agreed  to  purchase 
2,500,000  tons  of  grain  of  the  present  harvest, 
and  Argentina  has  agreed  to  open  a  credit  of 
$100,000,000  for  each  country,  to  run  for  two 
years  at  5  per  cent,  interest.  Bonds  of  Great 
Britain  and  France  will  be  deposited  with  the 
Argentine  legations  in  London  and  Paris  to  the 
amount  of  the  grain  purchases.  The  loans  will 
be  ultimately  satisfied  by  interest  and  dividend 
payments  accruing  to  British  and  French  in- 
vestors in  Argentine  properties. 

Rupee  Exchange. 

A  similar  arrangement  has  been  accom- 
plished between  the  United  States  and  the  Gov- 
ernment of  India.  The  latter  created  a  credit 
of  10,000,000  rupees  in  favor  of  the  Federal  Re- 
serve Bank  of  New  York,  and  importers  having 
obligations  in  India  may  pay  the  amount  of 
same,  at  the  rate  of  34.50  cents  to  the  rupee,  in- 
to the  Reserve  Bank.  The  first  credit  was 
granted  about  December  1st  and  a  second  10,- 
000,000  rupees  has  now  been  granted.  Even- 
tually this  credit  will  have  to  be  liquidated  in 
silver  or  gold,  and  negotiations  have  continued 
for  several  months  between  the  United  States 
Government,  for  itself,  and  the  Government  of 
Great  Britain,  and  the  leading  silver  producers 
of  this  country  for  the  purpose  of  taking  over 
the  entire  silver  product  of  this  country  and 
Canada,  and  also  with  a  view  to  obtaining  legis- 


lation relative  to  the  temporary  use  of  the  stock 
of  silver  dollars  in  the  United  States  Treasury. 

Treasury  Silver. r. 

These  dollars— some  400,000,000— comprise 
the  only  large  stock  of  silver  metal  in  the  world, 
and  as  they  are  represented  in  circulation  by 
paper  there  have  been  persistent  proposals  to 
obtain  their  release,  so  that  they  could  be  used 
at  their  bullion  value  to  settle  the  trade  bal- 
ances which  exist  against  the  United  States 
and  Great  Britain  and  in  favor  of  India,  China 
and  Japan.  Unofficial  reports  have  come  from 
Washington  from  time  to  time  that  a  plan  was 
under  consideration  and  likely  to  be  agreed  upon 
by  which  Federal  reserve  notes  would  be  sub- 
stituted in  circulation  for  silver  certificates, 
thus  releasing  the  dollar  pieces  for  export. 
New  legislation  would  be  necessary  to  allow 
the  reserve  banks  to  issue  these  notes  in  one 
and  two  dollar  denominations,  and  in  order  to 
get  this  legislation  from  Congress  without  re- 
viving the  old  silver  issue  it  was  considered 
necessary  to  provide  that  the  Government 
should  replace  the  dollars  in  the  Treasury  later, 
and  protect  the  silver  producers  against  an  un- 
favorable effect  upon  prices  by  agreeing  to  take 
the  entire  production  of  the  country  for  a  given 
term  at  a  price  fixed  in  the  act. 

The  Government  of  Great  Britain  was  to 
join  in  the  arrangement  by  taking  60,000,000 
ounces  per  year.  The  price  seems  to  have  been 
the  stumbling  block.  The  producers  have  held 
out  for  $1  per  ounce,  which  is  objectionable  to 
Great  Britain  as  above  the  present  Indian  coin- 
age rate. 

Meanwhile  our  exchange  position  with  Japan 
has  been  relieved  by  the  latter  country  taking 
$40,000,000  of  British  Government  obligations. 

Federal  Reserve  Banks. 


The  events  of  the  past  year  and  policies 
adopted  by  the  Federal  Reserve  Board  have 
tended  to  increase  the  authority  of  the  latter 
and  to  develop  the  system  upon  the  practical 
basis  of  a  Central  Bank  with  branches.  The 
power  granted  the  Board  to  require  one  bank 
to  re-discount  for  another  has  been  exercised, 
and  funds  are  readily  shifted  by  means  of  the 
stock  of  gold  held  in  the  settlement  fund  at 
Washington.  The  Board  states  in  its  annual 
report  recently  issued  that  its  policy  is  "to 
maintain  an  approximately  uniform  reserve  po- 
sition for  all  of  the  Federal  Reserve  Banks  and 
to  correct  wherever  necessary,  by  means  of 
interbank  rediscounts,  the  inequalities  which 
result  from  seasonal  movements  of  trade,  or, 
more  particularly,  from  the  operations  of  Gov- 
ernment financing." 

The  loans  of  each  bank  within  its  district 
are  naturally  subject  to  the  general  supervision 
of  the  Board  merely  as  to  character  and  rates, 
which  is  true  in  all  branch  bank  systems,  but; 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  JANUARY  25,  19ia 
(In  Thousands  of  Dollars) 


N.Y. 

317.072 
97,111 
18.112 

PhiU. 

18,790 
37,196 
3.675 

Clwr'd 

30362 
40.184 
4.725 

Rich-d 

6JS7 

12367 

1337 

AtlanU 

6331 

16393 

1575 

Chicago 

31549 

39,014 

7350 

StLouU 

5.474 
26  656 
2.100 

Kas.Clt]r 

1390 

24.635 

_2,625_ 

28.650 

Dallas 

9310 
19.368 
1838 

S.Fr'sco 

26.231 

25.942 

2888 

BBSOITROSS 

Oold  coin  »nd  certifleatn 

13J65 
34.290 
3.67S 

15.181 
14.554 
2.100 

Total 
472  012 

OoM  SMtlemrnt  Fond 

Oold  with  forel«n  acenciea 

38<)310 
52500 

Total  sold  held  by  banks 

Oold  with  Kaderal  Keterve 

Asents- 

51,830 

44  354 

2.1X10 

433.296 

236.467 
10000 

19,661 

64516 
1.5U0 

65.271 

64,610 
61 

20,461 

26305 
251 

24399 

47375 
1483 

77313 

120314 
815 

34330 

31335 

37322 
1.159 

30,516 

22.181 

1253 

5^061 

46,134 
81 

912,722 
793329 

OoW  KedempUon  Pond. . . 

19.956 

Total  gold  reaenrei, . 

Leval  tender  notea.  Silver, 

etc 

93.184 
5J46 

678.762 
37.901 

126.077 
2.243 

129342 

1327 

47317 
176 

74,057 

871 

199342 

4,462 

70,000 
1336 

70316 
627 

77.484 
90 

53350 
1.445 

101376 
428 

1,726307 
56352 

Total  Reaervea 

Bills  discounted,  Membrra 
Bills  bo  light  In  open  markt 

103530 

52 .8M 

9.307 

716.663 
222  620 
168.278 

128.320 
33.810 
14.1  9 

131,269 
49360 
12.978 

47.193 
32,254 
13  403 

74.928 
11348 
6.824 

203,704 

110.924 

8.521 

71.336 
29.966 
5  930 

71.143 
13.140 
2226 

77374 

32345 

35 

55.395 
9.499 
13.263 

101.704 
29.352 
18968 

1.782.759 
627.662 
273  912 

ToUI  bills  on  hand.. 

U.  S.  Qovemm't  lone-term 

securities. 

£2,151 

610 

4344 

390398 

5.120 

15,213 
511 

47389 

5307 

4,023 
10 

62338 

8,265 

26,271 

45.657 

1,231 

1.969 
66 

18.172 

1.747 

1.491 
6J8 

119,445 

7307 

5.878 
1.651 

35396 

2333 

1,444 
280 

15366 

3317 

2322 
1,003 

32380 
8362 
5.784 

22.762 
4.071 

2,430 

707 

48320 
2,455 

c  901374 

50325 

72  669 
4.902 

U.S.  OovemmHshort-term 

securities 

All  other  eamins  kssets. . . 

Total  Eamins  Assets 
Doe  fr.  otbei  F.  K.  tiks.  net 
Uncollected  Items 

67.105 
16J95 

411,712 

364 

75.298 

57329 
38.917 

96.874 
10330 
21.653 

48.923 
4.045 
18,609 

22.018 
20.496 

133.981 
14373 
45.772 

39.853 
5.164 
17,028 

22308 
10336 

47.226 

6.087 

27.728 

29,970 

1,7« 

18,465 

52341 

1.961 

13,106 

1.029.670 
b  32305 
323.7C3 

Total  deduction  from 

Eross  deposits 

EgtreJemptionfund  asainst 
F.  K.  bank  notea 

16.395 

75.662 

38.917 

31.983 

22.654 
130 

20,496 
71 

60345 

22,192 

10336 

33315 
400 

20357 
137 

15  067 

356308 

537 

201 

All  other  resources 

TOTAL  RESOURCES 

187.030 

1.204.067 

224566 

260.126 

118  900 

117.513 

3D3.0a) 

133.381 

103.CS7 

1:9.015 

1(K,759 

169,112 

3.169375 

LI  A  BiLrrrEs 

Capital  I'aid  in 

5,929 

75 

5^47 

79.295 
12.480 
7.832 

19.212 

649 

16.227 

680314 
55,906 

32.275 

6,775 

10,970 

84,061 
29.025 
2.084 

8.221 

20,899 

110521 
15  A/6 

231 

3.736 

116 

6.134 

42.979 
12.792 

2355 

40 

5380 

37.696 

11,6:5 

225 

3 

9,170 

216 

13,603 

173.351 
18,793 

2.5'>0 

3.481 

11,619 

49.015 
12,840 

111 

2,651 

38 

7343 

38314 
3.573 
1,670 

28 

52,028 
48,930 

40 

3396 

11.038 

73366 
7.551 

21 

2.796 

10.274 

42.147 
5.830 

4317 

16457 

69,184 
9334 

2.448 

72.439 

Surplus 

1  134 

Go\'ernrient  Deposits.... 
Due  to  members— reserve 
account. 

135,691 
1  480  743 

rollection  Items. 

Due  to  other  F.  K.  Bk's  net 

Other  deposits  incld'g.  lor 

Govemmeot  credits 

194,955 
37,697 

Total  Gross  Deposits. . . . 
F.  K.  Notes  in  actual  circu- 
lation  

104,8:4 
75.872 

300 

784,722 
397,462 

2.022 

126.140 
91,430 

221 

146,857 
104.736 

292 

61,903 
53,143 

54,879 
59,739 

2D8327 
180.163 

152 

73383 
56,061 

2';4 

91.976 

55.273 

8000 

365 

53331 
44317 

95 

97373 
C7,481 

41 

1,849.086 
1 1334  934 

F.  R.  Bank  Notes  in  circu- 
lation, net  liability 

All  other  Liabilities  Incl. 
Foreign  Govem't  credits 

8,o:x) 

3,782 

TOTAL  LUBILITTES 

187.030 

1,204067 

224  566 

260,126 

118.900 

117513 

393.030 

133351 

in3.r.l!7 

1:9.015 

103.739 

1C9.112 

3.169375 

5»> 

(b) 


(0 


Total  Reserve  notea  in  circulation.  1.234.934. 

DUterence  between  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks,  32,505:   Ratio  of  eold  reserves  to 

net  donosit  and  Federal  Reserve  note  liabilities  combined  63.3^    Ratio  of  total  reserves  to  net  deposit  and  Federal  Reserve  nola 

liabilities  comhined  65  4^ 

Bills dUcounted  and  bought:  municipal  warrants :  1-15  days 390361  i  16-30days  170308;  31-60  days  203370;  61-90  days  125,159:  ovw 

90  days  14313.    Total  903.71L  ,  ,  — ,  .  ,^,  .  -^ 


the  twelve  institutions  are  operated  virtually 
as  one,  with  headquarters  at  Washington. 
The  Board  in  its  recently  issued  report  for  the 
year  1917,  makes  it  clear  that  the  frequent 
meetings  of  officials  of  the  Banks  with  the 
Board  during  the  first  two  years  of  the  sys- 
tem's operation  were  for  the  purpose  of  obtain- 
ing suggestions  during  the  development  of  the 
system,  but  that  the  Board  is  now  in  position 
to  exercise  its  authority  freely.    It  says: 

"The  events  of  the  past  year  have  done  much  to 
bring  into  their  proper  rcl.itionship  as  parts  of  a  work- 
ing whole  the  several  component  elements  of  the  Fed- 
eral Reserve  system.  Experience  has  d'^nonsiraled  that 
in  all  vital  matters  of  Rcncral  policy  callinj!  for  prompt 
and  decisive  action  concciitration  of  responsibility  with- 
out division  of  authority  is  indispensable.  The  position 
of  the  Federal  Reserve  Board,  as  the  co-ordinating 
agency  for  all  of  the  12  banks  and  as  the  governing 
body  of  the  Federal  Reserve  system,  is  now  well  de- 
fined and  the  line  of  distinction  between  the  local  man- 
agement of  each  one  of  the  12  banks  as  a  district  bank, 
and  the  operation  of  all  of  the  12  banks  as  a  system, 
has  become  mort  marked." 


The  change  in  credit  conditions  which  has 
occurred  since  the  United  States  entered  the 
war  has  very  much  increased  the  earnings  of 
the  reserve  banks,  and  they  are  now  all  on  a 
profitable  basis.  Si.x  of  them  have  paid  divi- 
dends to  December  31,  1917,  and  of  the  others 
St.  Louis  and  San  Francisco  have  paid  to 
December  31,  1916,  and  Philadelphia,  Cleve- 
land, Kansas  City  and  Dallas  to  June  30,  1917. 
The  six  banks  which  have  paid  up  all  dividends 
in  arrears  have  also  paid  into  the  United  States 
Treasury  sums  aggregating  $1,134,234,  being 
one-half  of  their  suq^lus  earnings  to  Decem- 
ber 31,  1917,  as  a  franchise  tax,  in  pursuance 
of  law.  The  other  one-half  of  surplus  earn- 
ings will  he  carried  to  the  surplus  fund  of  each 
bank  until  this  fund  equals  40  per  cent,  of  the 
bank's  capital,  after  which  all  surplus  earnings 
go  to  the  Treasury.  The  earnings,  expenses 
and  dividends  of  these  banks  in  1917  are  re- 
ported by  the  Federal  Reserve  Board  as  fol- 
lows: 


10 


Grow  Net  Amount  of      Fully  paid 

Fed.  Re«.  Bit.  earnings  earnings  dividends              to— 

noston    »1, 198,009  »9I2,294  $597,829  Dec.  31, 1917 

New  York 4,848.291  3.718,955  1,941.641            Do. 

Philadelphia...  1.015,958  753,874  622.150  June  30.  1917 

Cleveland    1,297.244  963,152  715.615           Do. 

Richmond    770,009  512,223  240,945  Dec.  31.  1917 

Atlanta    5-11,823  327,313  215,972           Do. 

Chicago    2,022.278  1,509.871  860.057           Do. 

St    Louis    7.16.774  502.156  284.566  Dec.  31.  1916 

Minneapolis     ...  628.338  418.137  363.876  Dec.  31.  1917 

Kansas  City   . . .  955,950  684,499  360,236  June  30, 1917 

Dallas     569,430  353.475  187,744           Do. 

San    Francisco..  854,755  547.044  394,490  Dec  31, 1916 

Total    $15,838,859  $11,202,993  '$6,785,121 

*  Exclusive  of  $16,603.  representing  dividends  paid  on  surren- 
dered stock  and  miscellaneous  adjustments  in  dividend  account. 

During  the  year  branches  have  been  estab- 
lished at  Omaha  by  the  Federal  Reserve  Bank 
of  Kansas  City,  at  Louisville  by  the  Federal 
Reserve  Bank  of  St.  Louis,  and  at  Portland, 
Seattle,  and  Spokane,  by  the  Federal  Reserve 
Bank  of  San  Francisco,  and  are  now  in  opera- 
tion. The  Board  has,  in  addition,  authorized 
the  establishment  of  branches  at  Pittsburgh 
and  Cincinnati  by  the  Federal  Reserve  Bank  of 
Cleveland,  at  Detroit  by  the  Federal  Reserve 
Bank  of  Chicago,  at  Baltimore  by  the  Federal 
Reserve  Bank  of  Richmond,  and  at  Denver  by 
the  Federal  Reserve  Bank  of  Kansas  City. 

Bond  Market. 

The  of^ning  week  of  the  year  evidenced  more 
activity  in  municipal,  railroad,  industrial  and  pub- 
lic utility  bonds  and  a  tendency  toward  slight  im- 
provement in  prices.  United  States  Steel  5s  ad- 
vanced over  two  points.  This  movement,  how- 
ever, was  not  sustained  during  the  remaining 
weeks  of  the  month  and  rails  and  industrials  evi- 
denced narrow  price  fluctuations. 

The  municipal  market  in  the  second  week  of 
the  month  showed  signs  of  improvement  as  the 
result  of  a  better  inquiry  from  savings  banks  and 
investors.  Dealers  report  their  stocks  low,  and 
comparatively  speaking  there  have  been  few  of- 
ferings by  municipalities.  The  closing  week 
showed  a  still  firmer  tendency  as  the  result  of 
inquiries  from  institutions  and  investors. 

Following  is  a  list  of  the  more  important  cor- 
porate issues  offered : 

$1,000,000  Kansas  City  Railways  6%  Notes,  due 
Dec.   1,  1919,  @  97^  and  interest,  to  yield  7^%- 

$1,360,000  Manchester  (N.  H.)  Traction,  Light  & 
Power  67e  Notes,  due  Jan.  1,  1920,  @  98  and  interest, 
to  yield  7%. 

$1,500,000  United  Light  &  Railways  6%  Notes, 
due  May  1,  1920.  @  96^  and  interest,  to  yield  7}4%. 

$10,500,000  Toledo  Traction,  Light  &  Power  7% 
Bonds,  due  Jan.  1,  1920,  @  98J/2  and  interest,  to  yield 
7.82%. 

$3,000,000  American  Gas  &  Electric  6%  Notes,  due 
Jan.  1,  1920  and  1921,  at  prices  to  yield  about  7%%. 

$1,000,000  Nevada-California  Electric  Corp.  6% 
Notes,  due  Jan.  1,  1920,  @  97yi  and  interest,  to  yield 
about  7J^%. 

$2,000,000  Kansas  City  Terminal  Ry.  1st  Mtge.  4% 
Bonds,  due  Jan.  1,  1960,  @  75J4  and  interest,  to  yield 
S'A%. 

$1,500,000  Republic  Railway  &  Light  6%  Notes, 
due  Jan.  1.  1920.  at  a  price  to  yield  8%. 

$1,000,000  Fall  River  Electric  Light  7%  Notes,  due 
Jan.  15,  1920  @  99J4  and  interest,  to  yield  about 
7'A%. 

$6,000,000  Cuban  American  Sugar  First  Lien  6% 


Notes,  due  Jan.  1,  1919-1921,  at  prices  to  yield  6%% 
to  7H%- 

$12,000,000  American  Can  Co.  Serial  Notes,  due 
seven  to  ten  months  on  a  7%  discount  basis. 

$40,000,000  American  Telephone  &  Telegraph  6% 
Notes,  due  Feb.  1,  1919,  @  99.05  and  interest,  to  yield 
about  7%. 

$3,000,000  Island  Oil  &  Transport  7%  Notes,  due 
Sept.   1,  1920,  @  99  and  interest,  to  yield  about  7%. 

$3,000,000  Monongahela  Valley  Traction  6%  Notes, 
due  Feb.  1,  1919,  @  99  and  interest,  to  yield  7.05%. 

$1,200,000  Bush  Terminal  6%  Notes,  due  March  15, 
1918  to  Dec.  IS,  1920,  at  prices  to  yield  7.25%. 

The  more  important  municipal  offerings  for  the 
month  include: 

$850,000  Hamilton  County,  Ohio,  30-year  5% 
Bonds,  to  yield  4.80%. 

$1,500,000  Cleveland,  Ohio,  School  District  5% 
Bonds,  maturing  1  to  20  years,  offered  on  a  4.75% 
and  4.80%  basis. 

$2,000,000  City  of  Newark,  N.  J.  6  months'  Notes, 
offered  on  a  4J4%  basis. 

$600,000  Omaha,  Nebraska,  20-year  4%  Bonds, 
offered  on  a  4.85%  basis. 

$524,000  Hoboken.  N.  J.,  5%  Serial  Bonds,  offered 
on  a  4.75%  and  4.80%  basis. 

$600,000  City  of  Everett,  Mass.,  10  and  11  months' 
Notes,  ofTered  on  a  4.90%  to  a  5.107c  basis. 

$.5,000,000  New  York  City  4  months'  Revenue 
Notes,  ofTered  on  a  4.25%  to  4.30%  Bank  Discount 
basis. 

The  average  price  of  40  standard  issues  as  re- 
ported by  the  IVall  Street  Journal  on  January  30 
was  84.14,  compared  with  82..'i4  December  30, 
1917,  and  96.06  January  30,  1917. 

International  Banking  Corporation. 

The  International  Banking  Corporation,  af- 
filiated with  this  bank,  opened  an  office  at 
Batavia,  Java,  Dutch  East  Indies,  on  January  1, 
1918. 

Discount  Rates. 


Discount  rater  of  tach  Federal  Reserve  Bank  a 

pproved  hy 

the  Federal  Reserve  Board  up  to  Jan.  3t,  191S. 

MATUr.lTI  ES. 

Trade 

Discounts. 

Acceptances. 

M 

H 

Sfcurcd  br  U.  S. 

Fbdmsal 

1 

cenificates  oJ  la- 

debtedncMor 

Rauva 

i"^ 

i'i 

Libeny  Loan  bonds 

llo 

61  to 

16 

61 

^11 

t.o 

90 

Bahk. 

III 

to  M 

nM 

days. 

dsrs. 

diri- 

darfc 

?« 

in- 

In- 

2  V 

cS^d 

16  to  90 

doslre 

diuin 

iSfj 

■5*. 

c-H."! 

dara. 

^ 

1 

BostoTi 

5 

S 

5 

3« 

44 

44 

New  York  .. 

3K 

4'< 

4'4 

5 

34 

4 

PhiladelpbU 

4S 

KV, 

5 

34 

4 

Cleveland... 

4^ 

4K 

S 

34 

4 

Rl"hmond... 

4« 

44 

44 

34 

4 

Atlanta 

4« 

44 

5 

34 

4 

Cbicaeo 

4-4 

5 

54 

34 

.14 

St  Louis 

4'/4 

44 

54 

34 

4 

Minneapolis 

4", 

5 

54 

34 

34 

Kansas  City  . 

4^4 

44 

5 

34 

4 

Dall.s 

44 

44 

5 

34 

34 

S'nFrancisco 

VA 

44 

54 

34 

4 

'R-iteof  3to4'5  percent  for  l--!ay  discounts  in  connection  with 
tbe  loan  operations  of  tlie  Oovemment. 

Note  1.  Kate  for  acceptance  purchased  in  open  marlct.  3  to  44 
per  cent,  except  for  Boston,  Cliicaeo.  and  Minneapolis,  whose  ratea 
ranee  from  3  to  5  per  cent 

Note  2  —In  case  the  RO-day  trade  acceptance  rate  Is  hiirher  than 
the  16-day  discount  rate  tradn  acceptances  matiirins  within  16  days 
will  be  taken  at  the  lower  rate. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"  City  BanK  Service.' 


SECURITIES  PREVIOUSLY 
PURCHASED 

INVESTORS  who  desire  current  information  re- 
garding securities  in  their  possession,  are  invited 
to  utilize  faciUties  provided  by  our  various  depart- 
ments which  specialize  in  Government,  Foreign  Gov- 
ernment, Municipal,  Railroad,  Public  Utility  and 
Industrial  issues. 

fFe  can  help  you  to  make  satisfactory  readjustments 
in  your  investments  when  desirable. 

Also,  to  preserve  the  proper  degree  of  marketability; 
to  secure  adequate  interest  return  with  safety,  and  to 
properly  diversify  your  investment. 

For  use  in  making  up  Income  Tax  Returns,  the  market 
valuation  of  securities,  as  of  March  1,  1913,  will  be 
supplied  upon  application  to  any  one  of  our  twenty- 
four  correspondent  offices. 

Our  local  correspondent  offices  are  equipped  to  bring 
to  investors  the  entire  facilities  and  advantages  pro- 
vided by  the  New  York  office  organization. 

The  February  offering  B-64  will  be  tent  on  request. 


The  National  City  Company 

National  City  Bank  Building,  New  York 


CORRESPONDENT  OFFICES 


Philadblpria,   Pa. 

U2\   Chestnut  St. 

PiTTSBUnr.ii,   Pa. 

Farmers    Bank    BIdg. 

Wilkes-Bakrs,  Pa. 

Miners   Bank   BIdg. 

Kansas    City.    Mo. 

Repubfic    BIdg. 

DiMVES,   Colo. 

First    Natl.     Bank    BIdg. 

Nsw  OsLiAMS,   La., 


BosTo.v,  Mass. 
10  Sute  Street 
Albany,  N.  Y. 
Ten    Eyck   BIdg. 

BALTIMOtE,     Md. 

Munsey   BIdg. 

Buffalo,  N.  Y. 

Marine  Bank   BIdg. 

Seattle,  Wash. 

Hoge  BIdg. 

303  Baronne  St 

CiNcisHATi,  Ohio 


Chicago,    III. 
137  So.  La  Salle  St. 

LOKDON,    EnG. 

36,   Bishopsgate,   £.  C.    2 

Clxveland,  Ohio 

Guardian   BIdg. 

St.  Louis,  Mo. 

Bank  of  Commerce  BIdg. 

PoKTLAND,   Ore. 
Railway    Exchange    BIdg. 
Atlanta,  Ga.   Trxist 
Fourth  Natl.  Bank  BIdg. 


Sam  Francisco,  Cal. 
424   California   St. 
Los    Akceles,    Cal. 

Hibernian    BIdg. 

Deteoit.  Mich. 

Dime   Bank    BIdg. 

Washington,   D.   C. 

741-1 5th  St   N.   W. 

Minneapolis,  Minn. 

McKnight   BIdg. 
Co.  of  Georgia  BIdg. 
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History  of  the  Greenbacks. 

THE  enormous  increase  of  govern- 
mental expenditures  made  necessary 
by  war  has  been  so  often  the  occa- 
sion for  issues  of  paper  money  that 
many  people  are  ready  to  assume  that 
a  great  war  cannot  be  carried  on  without  them. 
That  idea  is  strengthened  in  this  country  by 
the  fact  that  this  Government  resorted  to 
paper  money  during  the  Civil  War,  was  vic- 
torious in  the  war,  and  eventually  brought  the 
"greenbacks"  to  par  with  gold,  and  has  re- 
tained them  as  a  part  of  the  permanent  cur- 
rency stock.  A  great  many  people  were  so 
favorably  impressed  by  the  apparent  services 
of  these  paper  issues  during  the  war  that  they 
could  see  no  reason  for  retiring  or  redeeming 
them  at  any  time,  and  for  fifteen  years  after 
the  war  was  over  the  political  life  of  this  coun- 
try was  intensely  agitated  by  controversies 
over  them.  There  were  proposals  to  pay  the 
bonded  debt  by  further  issues,  on  the  theory 
that  what  was  good  enough  for  the  soldier 
was  good  enough  for  the  bondholder,  with 
numerous  variations  of  the  idea  that  the  Gov- 
ernment should  furnish  an  adequate  supply  of 
money  for  every  laudable  enterprise,  and  it  took 
a  long,  and  at  times  doubtful,  struggle  to  get 
this  paper,  originally  issued  as  a  temporary 
expedient  to  tide  the  country  over  a  dire 
emergency,  definitely  established  on  a  gold 
basis. 

In  the  eyes  of  many  people  the  "greenbacks" 
had  become  hallowed  as  an  agency  by  which 
the  life  of  the  nation  had  been  saved.  They 
were  lauded  as  means  by  which  the  country 
had  escaped  from  the  clutches  of  the  money- 
lenders, and  suggestions  for  their  retirement 
were  usually  attributed  to  bankers,  who  were 
supposed  to  want  them  out  of  the  way  for 
selfish  reasons.  The  influence  of  the  paper 
money  upon  prices  and  wages  was  too  obscure 
to  be  traced  by  the  average  man,  but  he 
thought  he  could  see  that  the  Government  got 
something  for  nothing  when  it  issued  them, 
instead  of  hiring  money  from  bankers,  and 
this  was  held  to  account  for  all  antagonism  in 
that  quarter.  It  was  a  difficult  question  to 
deal    with    in    popular   discussion.     No   issue 
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could  be  injected  into  politics  that  would  be 
more  easily  subject  to  misrepresentation  or 
that  would  better  serve  the  purpose  of  dema- 
gogues than  the  paper  money  issue  which 
dominated  our  politics  from  1865  to  1879.  It 
is  one  of  the  most  serious  objections  to  any 
departure  from  sound  principles  in  dealing 
with  money,  credit  or  banking  that  the  con- 
troversies which  inevitably  result  are  sure  to 
be  distorted  into  the  form  of  class  conflicts — 
of  antagonism  between  those  who  have  capi- 
tal and  those  who  have  not.  The  greatest  mis- 
chief wrought  by  the  "greenbacks"  has  been 
in  fomenting  agitation  of  this  kind. 

The  Silver   Agitation. 

The  country  escaped  the  odium  of  repudia- 
tion in  connection  with  its  Civil  War  financing, 
but  it  was  a  grave  question  for  a  time  what 
the  outcome  would  be,  and  it  escaped  by  a  com- 
promise which  kept  the  Government  notes  in 
circulation  with  provisions  for  convertibility 
so  inadequate  that  in  every  time  of  financial 
stress  they  have  been  an  element  of  weakness. 
No  competent  student  of  our  financial  history 
doubts  that  in  each  one  of  our  crises  they  have 
cost  the  country  far  more  than  their  face  value. 

Moreover  the  seeds  of  that  agitation  over 
the  "greenbacks"  sprang  up  again  in  the  de- 
mand for  the  free  coinage  of  silver,  and  all 
of  the  misrepresentations,  all  of  the  falsehoods 
and  sophistries  and  insidious  appeals  to  class 
feeling  which  had  characterized  the  paper 
money  campaigns  had  to  be  met  again.  For- 
tunately the  proposition  itself  was  defeated, 
and  the  financial  theories  of  its  advocates  were 
so  completely  disproved  by  the  general  pros- 
perity which  followed  that  they  were  com- 
pletely dropped,  but  the  spirit  of  that  free  sil- 
ver campaign  is  still  very  much  alive. 

The  silver  agitation  was  dealt  with  at  first 
by  compromise,  and  then  by  a  second  com- 
promise which  granted  more  to  the  agitators 
than  the  first.  It  grew  stronger  by  what  was 
fed  to  it,  until  it  would  accept  no  compromise, 
and  then  was  defeated  in  a  colossal  struggle, 
and  by  none  too  safe  a  majority. 

All  of  these  compromises  were  insisted  upon 
by  "practical"  people,  who  admitted  that  theo- 
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retically  those  who  stood  out  for  sound  prin- 
ciples were  probably  correct,  but  that  states- 
manship required  concessions;  moreover,  con- 
ditions were  always  "unusual."  When  the  first 
"greenbacks"  were  issued  the  very  existence  of 
the  nation  seemed  to  be  at  stake,  while  in  later 
emergencies  times  were  hard,  prices  of  prod- 
ucts were  low,  mortgages  were  oppressive, 
industry  was  depressed,  etc.,  and  each  time 
those  who  stood  for  sound  principles  were 
told  that  they  had  nothing  constructive  to 
offer.  If  they  did  not  favor  more  paper  money 
or  more  silver,  what  did  they  favor?  And  if 
they  had  nothing  better  to  propose  than  to 
work  out  of  the  situation  by  the  ordinary 
methods  of  industry,  economy  and  individual 
adaptation  to  the  conditions,  they  had  better 
subside.  Advice  of  that  kind  was  held  to  be 
very  commonplace  and  uninspiring. 

Situation   in    1861. 

When  Salmon  P.  Chase  assumed  the  duties 
of  Secretary  of  the  Treasury,  March  4,  1861, 
he  found  a  very  difficult  situation  confronting 
him.  The  Treasury  was  empty,  revenues  were 
running  much  below  current  ordinary  ex- 
penses, the  country  was  on  the  verge  of  civil 
war,  financial  and  general  business  conditions 
were  greatly  disturbed  and  the  public  mind 
was  in  a  state  of  wild  confusion  and  alarm. 

Revenues  had  been  below  expenditures  in 
every  year  since  1857,  the  deficits  having  been 
met  by  floating  obligfations  of  various  kinds, 
and  Government  credit  was  at  low  ebb.  In 
September,  1860,  Howell  Cobb,  Secretary  of 
the  Treasury,  invited  bids  on  $10,000,000  15- 
year  6  per  cent  bonds  and  accepted  offers  on 
about  $7,000,000,  but  only  one  per  cent  had 
been  paid  on  them  when  the  election  of  Abra- 
ham I.incoln  to  the  Presidency,  in  November, 
and  the  immediate  threat  of  secession  which 
followed,  paralyzed  the  money  markets,  and 
most  of  the  subscribers  withdrew  their  tenders, 
forfeiting  their  advance  payment.  In  Decem- 
ber Cobb  made  another  attempt  to  raise 
money,  this  time  on  short  Treasury  notes,  and 
accepted  offers  of  $1,831,000,  ranging  from  10 
to  12  per  cent  interest.  He  resigned  the  same 
month  to  cast  in  his  fortunes  with  the  State 
of  Georgia,  which  was  seceding.  He  was  suc- 
ceeded by  John  F.  Thompson  of  Maryland, 
who  held  office  for  only  a  few  weeks  and  was 
succeeded  in  turn  by  John  A.  Dix,  of  New 
York.  Dix  had  the  confidence  of  New  York 
bankers  and  was  able  to  borrow  $8,000,000  on 
notes  at  about  6>^  per  cent.  The  Southern 
Confederacy  was  formed  February  4,  1861. 

Chase  had  been  a  prominent  lawyer  and 
political  leader  in  Ohio.  He  had  served  a 
term  in  the  United  States  Senate,  two  terms 
as  Governor  of  Ohio,  and  was  a  prominent 
candidate  for  the  Republican  nomination  for 
the  Presidency  against  Abraham  Lincoln.    He 


was  a  man  of  high  qualifications  as  a  lawyer, 
and  of  unquestioned  integrity,  but  had  no 
special  qualifications  for  the  post  of  Secretary 
of  the  Treasury.  He  was  not  pre-disposed 
toward  paper  money ;  on  the  contrary,  he  had 
definite  opinions  in  opposition  to  it,  particu- 
larly against  bank  issues,  but  he  shared  to 
some  extent  the  popular  suspicion  of  Wall 
Street  bankers,  or  considered  it  politic  to  keep 
them  at  a  distance. 

The  First  War  Loans. 

Nevertheless,  circumstances  compelled  him 
to  look  to  Wall  Street  for  help.  It  was  im- 
possible to  borrow  money  abroad,  and  New 
York  was  the  financial  metropolis  of  the 
country.  Congress  was  convened  in  extra 
session,  and  on  July  17  and  August  5,  1861, 
passed  loan  bills  authorizing  the  Secretary  to 
borrow  $250,000,000  on  three-year  Treasury 
notes,  drawing  7.30  per  cent  interest,  or  20- 
year  bonds  drawing  7  per  cent.  It  also  au- 
thorized the  issue  in  lieu  of  a  part  of  the  above 
of  $50,000,000  in  non-interest-bearing  notes,  to 
be  paid  out  for  salaries  or  other  dues  of  the 
United  States.  These  "demand  notes"  as  they 
were  called,  were  the  first  of  the  paper  money 
issues,  but  they  were  not  what  came  to  be 
known  as  the  "greenbacks."  They  were  not 
legal  tender  and  they  were  receivable  for  all 
dues  to  the  Government,  and  at  first  were  re- 
deemed in  coin  on  demand. 

Armed  with  this  authority,  .Secretary  Chase 
came  to  New  York,  and  met  the  Clearing 
House  bankers  together  with  representatives 
of  the  associated  banks  of  Boston  and  Phil- 
adelphia, at  a  meeting  which  had  been  ar- 
ranged on  August  9.  The  disastrous  battle 
of  Bull  Run  had  occurred  on  July  21,  and  the 
Secretary  came  to  New  York  by  way  of  An- 
napolis because  the  city  of  Baltimore  was 
practically  in  the  hands  of  the  Confederates. 
Evidently  those  were  trying  days.  The  Sec- 
retary wished  to  raise  $50,000,000  for  immedi- 
ate use  and  to  arrange  for  the  distribution  of 
bonds  to  the  public.  The  bankers  responded 
patriotically  and  courageously.  Moses  Taylor, 
President  of  the  City  Bank,  which  later 
became  the  National  City  Bank,  was  Chair- 
man of  the  Loan  Committee  of  the  New  York 
Clearing  House,  and  after  a  conference  in  the 
Committee  and  with  the  representatives  of  the 
Boston  and  Philadelphia  Clearing  Houses,  he 
gave  the  reply  which  has  become  historic: 

"Mr.  Secretary,  we  have  decided  to  subscribe 
for  the  $50,000,000  of  United  States  securities 
you  have  offered,  and  to  place  the  amount  at 
your  disposal  so  that  you  can  begin  drawing 
against  it  tomorrow  morning." 

This  $50,000,000  was  taken  in  the  three- 
year  7.30  notes,  and  the  Banks  also  entered 
into  a  tentative  agreement  to  take  $50,000,000 
more  on  October  15,  and  a  third  $50,000,000  on 


December  15.  These  were  very  large  sums 
for  that  time,  as  the  total  coin  reserves  of  all 
the  banks  of  the  three  cities  were  only  $63,- 
000,000.  Those  of  the  New  York  banks  were 
about  $49,000,000.  The  understanding  as  to 
the  second  and  third  lots  of  notes  was  put  in 
the  form  of  an  option  to  the  Banks,  and  they 
were  to  offer  the  notes  or  bonds  to  the  public. 
The  Secretary  of  the  Treasury  was  to  co- 
operate in  the  sale  by  establishing  agencies  in 
other  parts  of  the  country.  With  these  ar- 
rangements the  public  offerings  began. 

The  sales  throughout  the  country  through 
the  Secretary's  agencies  were  so  small  that 
after  a  couple  of  months  the  agencies  were 
discontinued.  The  general  public  was  not  yet 
worked  up  to  the  point  or  accustomed  to  the 
idea  of  subscribing  to  Government  securities. 
The  Banks  of  the  three  cities,  however,  pushed 
sales  with  suflRcient  success  to  be  able  to  take 
the  second  $50,000,000  on  October  15,  and  to 
take  the  third  lot  a  month  ahead  of  time,  on 
November  16,  instead  of  on  December  15,  as 
originally  planned.  They  elected  to  take  the 
third  $50,000,000  in  7  per  cent  20-year  bonds, 
instead  of  3-year  notes. 

Disagreements   Between  the  Secretary 
and   Bankers. 

By  this  time  disagreements  had  arisen  be- 
tween Secretary  Chase  and  the  associated 
bankers  over  questions  of  policy  which  in  the, 
opinion  of  the  bankers  seriously  affected  their 
ability  to  go  on  financing  the  Treasury  by  the 
plan  they  were  pursuing. 

They  urged  that  in  order  to  continue  the 
program  indefinitely  it  was  absolutely  neces- 
sary to  maintain  their  reserves.  They  must 
promptly  replace  all  sums  withdrawn  from 
them,  either  by  selling  bonds  to  the  public 
or  by  receiving  back  as  deposits  the  sums 
which  the  Government  disbursed  in  payment 
for  war  supplies.  By  way  of  aiding  m  the 
maintenance  of  their  reserves  they  asked  the 
Secretary,  instead  of  transferring  the  proceeds 
of  the  loans  in  coin  to  the  sub-treasuries,  to 
maintain  checking  accounts  with  the  banks  and 
draw  directly  upon  these  accounts  in  making 
payments  to  contractors.  They  held  that 
authority  had  been  granted  in  the  very  act 
authorizing  the  loans,  dated  August  5,  1861, 
to  do  this.  The  provision  alluded  to  granted 
authority  for  "The  Secretary  of  the  Treasury 
to  deposit  any  of  the  moneys  obtained  on  any 
of  the  loans  now  authorized  by  law,  to  the 
credit  of  the  Treasurer  of  the  United  States 
in  such  solvent  specie-paying  banks  as  he 
might  select."  On  the  face  of  it  the  bankers 
would  seem  to  have  the  best  of  the  argument 
in  law,  as  they  certainly  had  on  the  merits  of 
the  case,  but  the  Secretary  said  that  he  was 
familiar  with  the  origin  of  the  statute  and 
knew  that  the  intent  was  to  allow  moneys  to 


be  deposited  or  collected  in  banks  on  their 
way  to  the  Treasury  but  did  not  contemplate 
checking  accounts. 

The  bankers  were  very  much  disappointed 
over  this  decision.  Mr.  George  S.  Coe,  of 
the  American  Exchange  Bank,  who  was  an 
active  participant  in  these  events,  afterward 
wrote  an  account  of  them  which  appeared  in 
the  "Bankers'  Magazine"  of  January,  1876,  in 
which  upon  this  action  he  says: 

To  draw  from  the  Banks  in  coin  the  large  sums  involved 
in  these  loans,  and  to  transfer  them  to  the  Treasury,  thence  to 
be  widely  scattered  _  over  the  country  at  a  moment  when  war  had 
excited  fear  and  distrust,  was  to  be  pulling  out  continually  the 
foundations  upon  which  the  whole  structure  rested.  And  inas- 
much as  this  money  was  loaned  to  the  government,  and  was  in 
no  sense  a  trust  reposed  in  the  Banks,  there  appeared  to  thera 
no  reason  why  it  should  not  be  drawn  by  checks  in  favor  of 
government  contractors  and  creditors,  who  would  require  to 
exchange  them  for  other  values  in  commerce  and  trade,  through 
the  process  of  the  clearing-house.  And  this  consideration  was 
greatlv  strengthened  by  the  fact,  that  these  advances  were  made, 
and  the  money  publicly  disbursed,  a  long  time  before  the  treat- 
urjr  notes  were  ready  for  delivery  to  the  Banks  which  had 
paid  for  them.  ...  It  soon  became  manifest  that,  in  consenting 
to  have  their  hands  tied  and  their  most  efficient  powers  restricted, 
and  in  allowing  their  coin  reserves  to  be  wasted  by  pouring 
them  ont  upon  the  community  in  a  manner  so  unnecessary  and 
exceptional,  the  Banks  deprived  themselves  and  the  government 
of  trie  ability  of  long  continuing,  as  they  otherwise  could  have 
done,  to  negotiate  the  National  loans  upon  a  specie  standard. 

Thia  first  great  error,  if  it  did  not  create  a  necessity  for  the 
legal-tender  notes,  it_  certainly  precipitated  the  adoption  of  that 
most  unhappy  expedient,  ana  thcreoy  committed  the  nation  at 
an  earlier  day  to  the  most  expensive  of  all  methods  of 
financiering. 

Another  important  question  related  to  the 
so-called  demand  notes,  of  which  $50,000,000 
had  been  authorized.  The  bankers  urged  that 
these  notes  if  placed  in  circulation  would  in- 
evitably take  the  place  of  coin  or  bank  notes 
and  have  an  unfavorable  effect  upon  their 
reserves  in  coin.  Following  is  a  brief  quota- 
tion from  Mr.  Coe's  statement  upon  this  phase 
of  the  situation : 

A  very  small  amount  had  been  emitted.  The  Treasury  was 
empty  of  coin  to  redeem  them,  and  could  only  be  replenished 
by  the  proceeds  of  the  bank  loans.  It  was  evident  to  the  bank 
officers  that  they  could  not  sustain  coin  payments,  if  the  trans- 
fers from  their  vaults  to  that  of  the  Treasury  were  subject  to 
be  intercepted  and  absorbed  by  these  notes  of  government.  Nor 
could  the  Ranks  receive  them  upon  deposit  from  the  public  as 
money,  while  they  were  responding  to  the  government  and  to 
their  own  dealers  in  coin.  It  was  an  inflation  of  the  currency 
in  the  form  most  embarrassing  to  the  enterprise  they  had  com- 
menced. Accordingly,  the  Secretary  was  urgently  solicited  to 
refrain  from  exercising  the  discretionary  powers  given  him  of 
creating  the  Treasury  currency,  until  all  other  means  were  ex- 
haustea. 

Mr.  Coe  comments  upon  the  final  outcome 
as  follows : 

In  the  meantime  the  7-30  notes  taken  by  the  Banks  had 
been   purchased   by   the   people   to   the  extent  of  some   fifty  mil- 


lions, notwithstanding  a  prolonged  and  vexatious  delay  in 
issuing  them  by  the  Treasury  Department  The  popular  feeling 
was  all  that  could  have  been  desired  for  continuing  that  method 


of  distribution.  It  may  be  confidently  affirmed,  that  had  the 
Banks  been  permitted  to  exercise  their  own  methods  of  ex- 
changing the  bonds  for  the  varied  products  of  industry  re- 
quired by  the  government,  they  could  have  continued  their 
advances  in  sums  of  fifty  millions  for  an  indefinite  period,  and 
nntil  the  available  resources  of  the  people  had  been  all  gatnered 
in.  It  is  to  be  borne  in  mind  that  these  resources  wtre  all 
existing  at  home,  and  that  the  increased  industry  which  the  war 
excited  was  daily  increasing  new  means  for  investment. 

But  at  this  time  the  deniantf  notes  were  paid  out  freely  by 
the  Treasury,  and  began  to  appear  as  a  cause  of  emharassment 
among  the  Banks  which  were  pressed  to  receive  them  upon 
deposit:  and  while  thejr  could  not  decline  them  without  diminish- 
ing public  confidence  in  the  government  credit,  they  could  not 
five  them  currency  without  impairing  their  own  specie  strength, 
n  fact,_  the  notes  became  at  once  a  subsitute  for  coin  withdrawa 
from  circulation,  and  their  emission  expressed  a  purpose  of 
resorting  to  government  paper  issues  to  carry  on  the  war.  So 
soon  as  these  issues  thus  appeared,  the  refiux  of  coin  to  the 
Banks  at  once  sensibly  diminished.  During  three  weeks  from 
the  7th  December,  the  reserve  of  the  Banks  in  New  York  fell 
to    $29,357,712, — a    loss    of    thirteen    millions    within    that    short 


Beriod:  wid  on  the  28Ui  Deoeraber,  after  conference  witb  the 
SecreUrjr,  in  which  he  itiU  wlhercii  to  the  views  before  ex- 
presK<l,  It  w*t  decided  u  expedient  for  (he  Bank*  to  eutpcnd 
specie  ptjnacnu. 

It  will  be  seen  that  Mr.  Coe,  an  excellent 
authority,  was  of  the  opinion  that  if  the  Sec- 
retary had  followed  the  advice  given  by  the 
Bankers  who  were  handling  the  loans,  the 
suspension  of  specie  payments  and  subsequent 
issues  of  government  paper  money  might 
have  been  avoided.  It  is  not  possible  to  say 
positively  that  such  would  have  been  the 
case,  but  it  is  certain  that  the  Secretary  made 
a  serious  mistake  in  each  instance.  Unques- 
tionably the  effect  of  his  actions  was  just 
what  the  Bankers  predicted  it  would  be. 

Mr.  E.  G.  Spaulding,  member  of  Congress 
from  Buffalo,  was  Chairman  of  the  Sub- 
Committee  on  Loans  of  the  Ways  and  Means 
Committee  of  the  House  at  that  time,  and  in 
that  capacity  prepared  and  reported  the  bill 
providing  for  the  first  legal  tenders.  After 
the  war  he  prepared  a  book  entitled  "A  His- 
tory of  the  Legal  Tender  Paper  Money  Issued 
During  the  Great  Rebellion,"  published  in 
1869,  and  in  describing  the  conditions  which 
led  up  to  the  legal  tender  acts  he  said: 

The  banks  in  New  York,  Boston  and  Philadelphia  had,  daring 
the  summer  and  fall  of  1861,  loaned  to  the  government  very 
nearly  the  sum  of  tlSO,000,000  in  gold,  which  had  so  exhausted 
their  resoarccs  that  it  was  very  difficult  for  many  of  them 
to  pay  the  last  installmenu  due  on  the  last  loan  of  $50,000,000. 
These  banks,  at  the  commencement  of  the  war,  possessed  a  large 
part  of  the  available  gold  in  the  country,  but  in  paying  over  to 
the  Treasurer  the  gold  on  these  loans,  and  in  the  disbursement 
of  the  same  to  sustain  the  Army  and  Navy,  it  became  so  scat- 
tered that  it  could  not,  to  anv  considerable  extent,  be  re-loaned 
to  the  government,  nor  coula  it  any  longer  be  made  available 
aa  a  reserve  for  the  banks. 

There  would  have  been  some  loss  of  reserves 
under  any  circumstances,  and  it  is  probable  that 
the  exciting  political  events  had  something  to  do 
with  the  losses  which  the  Bank  suffered.  On 
November  8  Commodore  Wilkes,  of  the  United 
States  frigate  San  Jacinto,  took  Messrs.  Mason 
and  Slidell,  Confederate  Commissioners  to  the 
British  government,  from  the  British  mail 
steamer  Trent.  The  British  cabinet  demanded 
the  surrender  of  the  Commissioners  with  an  apol- 
ogy, and  there  was  much  anxiety  over  the  affair, 
which  undoubtedly  accelerated  the  withdrawal  of 
deposits  from  New  York  by  the  banks  of  the  in- 
terior, as  every  period  of  alarm  has  done. 

Moreover,  the  Secretary  of  the  Treasury  made 
other  mistakes  which  contributed  to  the  confu- 
sion into  which  financial  affairs  fell  at  this  junc- 
ture. The  country  in  the  first  two  years  of  the 
war  lacked  vigorous  and  capable  management  of 
its  finances  as  well  as  of  its  armies.  Nothing  of 
much  consequence  had  been  done  as  yet  about 
increasing  taxation,  and  efforts  to  enlist  interest 
in  the  loans  outside  of  New  York,  Boston  and 
Philadelphia  had  been  so  feeble  as  to  be  almost 
a  total  failure. 

Suspension  of  Specie  Payments. 
The  suspension  of  specie  payments  by  the 
banks  of  the  three  cities  named  meant  that  they 
had  discontinued  the  redemption  of  their  notes  in 


gold  or  silver,  also  the  payment  of  specie  in  or- 
dinary transaction.  The  banks  of  other  cities 
followed  their  example.  All  of  these  banks  were 
organized  under  State  charters,  there  being  no 
national  system  at  that  time.  The  bank  notes 
continued  to  circulate  after  the  suspension,  and 
in  the  case  of  well-known  institutions,  without 
much  variation  from  gold  in  the  neighborhood 
where  issued,  but  a  discount  on  bank  notes  at  a 
distance  from  home  was  a  common  thing  in  those 
times.  It  was  not  the  first  time  that  the  banks 
had  suspended  by  common  action ;  they  had  done 
so  in  1857,  and  before  that.  Bank  notes  were  the 
only  money  of  the  country,  excepting  gold  and 
silver,  and  the  latter  when  the  banks  suspended 
went  out  of  circulation  by  being  hoarded.  In 
this  instance  the  demand  notes  constituted  a  new 
form  of  paper  money — Government  paper — 
which  remained  in  circulation. 

Tiie  State  Bank  Currency. 
The  suspension  of  specie  payments  by  the 
banks  did  not  in  itself  necessitate  a  discontinu- 
ance of  bond  sales  through  the  banks  or  a  resort 
to  Government  paper  money,  but  it  changed  the 
situation  in  some  important  respects.  To  go  on 
as  before  it  would  have  been  necessary  for  the 
Treasury  to  receive  payments  for  bonds  in  irre- 
deemable bank  notes,  and  this  inevitably  raised 
the  question  whether,  if  the  war  must  be  carried 
on  with  irredeemable  paper,  it  had  not  better 
be  government  paper  than  bank  paper.  Much 
might  have  been  said  in  favor  of  bank  paper  even 
in  these  circumstances;  bankers  have  ways  of 
stabilizing  the  value  of  their  issues  which  are  not 
at  the  command  of  government  officials,  and  gov- 
ernments will  hold  banks  to  their  obligations 
more  strictly  than  they  will  perform  their  own 
obligations.  There  can  be  little  doubt  that  if 
bank  notes  had  continued  to  be  the  only  paper 
currency  specie  payments  would  have  been  re- 
sumed long  before  they  actually  were. 

Unfortunately,  the  state  bank  currency  while  a 
good  currency  in  some  of  the  states  was  very 
poor  in  others.  Secretary  Chase  had  come  to 
Washington  with  the  idea  in  his  mind  which 
eventuated  in  the  national  banking  system — the 
idea  of  a  national  currency  to  be  issued  by  local 
banks  but  made  good  without  discount  in  every 
part  of  the  country  by  being  based  on  bonds  of 
the  national  government,  and  he  brought  this 
plan  forward  in  January,  1862.  The  leaders  in 
Congress  opposed  it,  for  one  reason  because  there 
was  no  time  to  develop  a  new  banking  system. 
Amid  the  confusion  and  paralysis  of  conflicting 
opinions  the  war  expenses  were  growing  daily 
with  frightful  rapidity  and  the  Treasury  must 
have  immediate  relief. 

Secretary  Oiase  held  that  he  could  not  accept 
the  current  bank  notes  in  payment  for  bonds,  and 
apparently  he  was  unable  to  sell  bonds  for  specie. 
It  looked,  indeed,  as  though  the  jumping  off  place 
had  been  reached. 


The  First  Legal  Tenders. 

Responsibility  devolved  upon  the  Sub- 
Committee  of  Ways  and  Means,  and  Mr. 
Spaulding  and  his  associates,  not  readily  but 
reluctantly,  accepted  the  legal  tender  pro- 
posal as  a  temporary  expedient  until  an  ade- 
quate borrowing  program  could  be  developed. 
Mr.  Spaulding  reported  a  bill,  which  was 
adopted  by  the  Wavs  and  Means  Committee, 
authorizing  the  issue  of  $150,000,000  of  legal 
tender  notes,  of  which  $50,000,000  were  to 
take  the  place  of  the  demand  notes. 

An  important  feature  of  the  proposed  notes 
and  of  all  the  "greenbacks,"  as  originally 
issued,  was  a  provision  allowing  them  to  be 
funded  at  the  will  of  the  holder  into  5-20  6 
per  cent  bonds,  the  interest  of  which  was 
payable  semi-annually  in  coin.  Unfortunately, 
this  provision  was  afterward  repealed ;  if  it 
had  remained  in  force  it  would  have  done  much 
to  sustain  the  value  of  the  "greenbacks"  and 
would  have  brought  them  to  par  many  years 
earlier,  without  any  further  legislation.  It  was 
after  this  that  the  most  serious  depreciation 
occurred.  Mr.  Spaulding  later  pronounced  the 
repeal  of  this  privilege  of  conversion  the  worst 
mistake  made  in  all  the  financial  legislation  of 
the  war. 

Secretary  Chase  accepted  the  proposed 
measure  reluctantly  in  a  letter  which  closed 
with  the  following  paragraph : 

Regretting  excecdini;1y  that  it  is  found  necenarf  to  rewrt 
to  tile  measure  of  maicing  fundable  notes  of  tile  United  States 
a  legal  tender,  but  heartily  desiring  to  co-operate  with  tho 
Committee  in  all  measures  to  meet  existing  necessities  in  the 
mode  most  useful  and  least  hurtful  to  travu  interest,  I  remain, 
with  great  respect,  etc. 

The  conservative  business  element  was 
startled  by  the  bill,  and  many  protests  were 
uttered.  The  New  York,  Boston  and  Phila- 
delphia Clearing  Houses  sent  delegations  to 
Washington  to  oppose  the  policy,  Mr.  Coe 
heading  the  New  York  delegation.  The  an- 
swer made  to  these  protests  was  that  there 
was  no  other  way  to  provide  means  of  pay- 
ment for  immediate  use.  The  following  letter, 
written  by  Mr.  Spaulding  to  a  friend  in  New 
York,  indicates  his  own  state  of  mind,  and 
some  of  the  language  sounds  quite  familiar 
even  at  this  time.  The  italics  are  Mr.  Spauld- 
ing's: 

Hotise  of  Representatives, 

Washington,  Jan.  8.  1862. 
laaac  Sherman,  Esq.,  New  York. 
Dear  Sin- 
In   reply  to  :fotirs  of  the  4tfa   inatant  I   would  say  that  the 
Treasury    note  bill    for   $100,000,000   agreed   upon   in    Committee 
yesterday  is  a  measure  of  mectjsity  ana  not  one  of  choice. 

You  criticise  matters  very  freely,  and  very  likely  you  may 
be  right  in  what  you  say. 

^  We  will  be  out  of  means  to  pay  the  daily  expenses  in  about 
thirty  days,  and  the  Committee  do  not  see  any  other  way  to 
get  alon^  till  we  can  get  the  tax  bills  ready,  except  to  usne 
temporarily  Treasury^  notes.  Perhaps  yon  can  suggest  some 
other  mode  of  carrying  on  the  Government  for  the  next  one 
hundred  days.  Yon  do  not  pretend  that  any  considerable  amount 
of  taxes  can  be  collected  for  the  next  three  months,  even  under 
your  plan.  It  is  much  easier  to  Snd  fault  than  it  is  to  suggest 
practicable  means  or  measures. 

We  must  have  at  least  $100,000,000  during  the  next  three 
months,  or  the  Government  must  stop  payment.  With  the  navy 
and  an  army  of  700,000  men  in  the  field,  we  cannot  say  that  we 
will   net   pay. 


I  will  thank  you  to  sus;gest  a  better  practicable  mode  of 
getting  $100,000,000  of  paying  means  during  the  next  three 
months.  I  would  be  glad  to  adopt  it,  and  the  Committee  would 
be  glad  to  adopt  it.  Let  us  have  your  specific  plan  for  this 
purpose — one  that  will  produce  the  money — and  we  will  be  very 
much   obliged  to  you.     In   haste 

Yours  truly, 

£.   G.   Spaulding. 

P.S. — I  am  as  inpatient  as  you  can  be  for  an  early  and 
successful  advance  of  the  army,  so  important  at  this  time  to 
sustain  the  credit  of  the  Government.  Will  it  be  done?  You 
are  just  as  well  informed  on  that  subject  as  any  of  us.  I  say 
to  you  privately  that  I  could  find  fault  more  loudly  than  you 
do,  but  I  will  not  do  that  without  being  able  to  suggest  a 
practicable  remedy;  and  I  might  say  many  things  to  you,  per- 
sonally, that  I  might  not  put  on  paper. 

Confidentially  yours, 

E.  G.  S. 

The  inveterate  antagonism  to  banks  and 
the  moneyed  class  appeared  in  the  debate.  Pro- 
fessor Dewey's  Financial  History  of  the  United 
States  says  that  "there  was  popular  opposition  to 
selling  bonds  below  par,"  and  that  "banks  were 
referred  to  as  'usurers*  and  *note-shavers ;'  *shin- 
ning'  by  the  Government  through  Wall  street  was 
strongly  condemned;  and  the  Government  was 
advised  to  "nerve  up."  "Why,  then,  go  into  the 
street  at  all  to  borrow  money?"  I  prefer  to  as- 
sert the  power  and  dignity  of  the  Government  by 
the  issue  of  its  own  notes,"  etc. 

There  was  not  wanting  vigorous  opposition  in 
Congress.  Justin  S.  Morrill,  of  Vermont,  al- 
ready a  man  of  high  rank  in  the  House,  and 
destined  for  a  long  and  distinguished  career  in 
both  houses,  said : 

If  it  be  a  war  measure,  it  is  a  measure  which  will  be  of 
greater  advantage  to  the  enemy.  I  would  as  icon  provide  Chinese 
wooden  guns  for  the  army  as  paper  money  alone  for  the  army. 
It  will  be  a  breach  of  public  faith.  It  will  injure  creditors; 
it  will  increase  prices;  it  will  increase  many  fold  the  cost  of 
the  war. 

Roscoe  Conkling,  then  a  member  of  the 
House,  said  in  part: 

What  is  the  necessity  which  prevents  adherence  to  the  old 
and  approved  methods  of  raising  money?  The  arguments  must 
be  two-fold:  First,  that  the  people  will  be  better  ready  at  some 
other  time  than  the  present  to  pay  what,  in  the  end,  they  must 
pay,  with  interest;  and  second,  that  necessary  and  legitimate  tax- 
ation  will  be  unpopular,  and  bring  denunciation  upon  those  who 
vote  it.  Sir,  I  take  issue  upon  both  propositions.  .  .  .  We 
are  able   to   pay   now,   and   we   never  can   pay  better  than   now. 

There  is  one  thing  about  the  proposed  banking  scheme,  and 
about  the  bill  before  us,  intended  probably  to  attract  votes, 
which  iccms  of  very  questionable  policy  and  very  doubtfut 
ethics.  I  mean  hostility  to  the  existing  banks  of  the  country. 
And  inasmuch  as  I  own  not  a  farthing  in  the  stock  of  any 
bank,  and  have  not  the  slightest  connection  with  one,  perhapa 
a  word  in  behalf  of  banks  in  loyal  States  will  be  borne  with 
from   me. 

The  present  troubles,  or  rather  their  own  patriotic  action,, 
have  broken  the  banks;  for  every  commercial  man  in  this 
House  knows  that  the  banks  were  never  stronger  than  when 
the  Secretary  of  the  Treasury  appealed  to  them  for  loans.  They 
allowed  the  Government  to  carry  off  their  specie,  their  capital 
from  their  vaults,  and  if  that  aid  not  break  them,  tbey  at  all 
events  might  have  adopted  a  policy  which  would  have  saved 
them.  But  they  had  to  suspend,  and  the  design  of  this  bill 
would  seem  to  be  to^  prevent  their  resumption  of  specie  pay- 
ment. At  all  events,  it  is  obviously  the  policy  in  some  quartern 
to  preach  a  crusaae  against  the  present  banks,  and  array- 
prejndicea  and   votes  on   that  issue.   .   . 

Every  agent,  attorney,  treasurer,  trustee,  guardian,  cxecntor, 
administrator,  consignee,  commission  merchant,  and  every  debtor 
of  a  fiduciary  character  who  has  received  for  others  money, 
hard  money,  worth  a  hundred  cents  in  the  dollar,  will  forever 
release  himself  from  liability  by  buying  up  for  that  knavish 
purpose,  at  its  depreciated  value,  the  spurious  currency  which 
we  shall  have  put  afloat.  Everybody  will  do  it  except  those 
who  are  more  honest  than  the  American  Congress  advises  them 
to    be.      Tliink    of    savings    banks    entrusted    with    enormous    ag- 

frregates  of  the  pittances  of  the  poor,  the  hungry,  and  the  home- 
ess,  the  stranger,  the  needle  woman,  the  widow  and  the  orphan, 
and  we  are  arranging  for  a  robbery  of  ten,  if  not  fifty,  per  cent, 
of  the  entire  amount,  and  that  by  a  contrivance  so  new  as  never 
to  have  been  discovered  under  the  administration  of  Monroe 
Edwards  or  James  Buchanan. 

To  reverse  the  picture;  after  the  act  shall  have  gone  into 
effect,  honest  men  undertake  transactions  based  upon  the  ■purious< 


Icndtr  at  iti  then  value.  By  and  by  cornea  a  repeal,  and  they 
ar«  driven  to  ruin  in  multitude*  by  the  inevitable  Iom  ioctdcDt 
to  a  return  to  metallic  currency.   .   . 

The  main  contest  over  the  bill  was  upon 
the  legal  tender  clause,  and  after  that  was 
adopted  its  passage  was  certain.  After  the 
vote  on  this  question  the  Washington  corre- 
spondent of  the  Albany  "Evening  Journal" 
sent  a  dispatch  to  his  paper  from  which  the 
following  is  an  extract : 

Waabington,  February  6,  1862. 

Thia  baa  been  an  exciting  day  in  the  House.  A  fierce  battle 
baa  been  waged  against  the  'IcKal  tender'  Treasury  notei.  But, 
aa  I  think  the  right  has  prevailed,  and  by  a  vote  of  95  to  59 — 
a  much  stronger  force  ihan  was  counted  upon,  the  real  argument 
was  reduced  to  a  very  small  compass. 

It  was  not  strange  that  members  of  the  same  political  family, 
di6fered  on  a  cguestiun  of  really  doubtful  expediency.  And  but 
for  the  necessities  of  Government,  _  I  doubt  whether  the  Mefial 
tender'  principle  would  have  received  a  dozen  votes  in  the 
House.  It  is  a  new  financial  principle,  and  its  workings  may 
result  in  some,  if  not  all  the  evils  predicted  from  it.  Never- 
theless, as  Treasury  Note*  had  to  be  resorted  to,  the  common 
sense  of  the  House,  a*  well  as  the  common  sense  of  the  people, 
determined  that  they  should  be  made  as  near  the  practical 
value  of  gold  as  possible.  Mr.  Spalding,  of  Erie,  has  had  to 
aasume  the  laboring  oar  in  this  financial  expedient.  He  had  but 
a  bare  majority  of  bis  Committee  with  him  at  the  outset;  and, 
when  the  Secreury  of  the  Treasury  hesitated,  as  he  did  for 
several  days,  the  Committee  became  equally  divided.  And  ^et, 
the  measure  carried  a  large  majorit;r  of  the  House  with  it — 
a  fact  as  gratifying  to  Mr.  S.  as  it  is  complimentary  to  his 
financial  acumen. 

The  country  breathes  freerl  The  legal  tender  bill  haa  paaacd 
the  House,  and  national  bankruptcy  ia  averted. 

The  bill  in  its  final  form,  requiring  customs 
duties  and  interest  on  the  public  debt  to  be  paid 
in  gold,  became  a  law  on  February  25,  1862. 

In  the  meantime  authority  to  issue  $10,- 
000,000  more  of  demand  notes  had  been 
granted,  raising  these  to  $60,000,000,  and  in 
March  these  were  all  made  legal  tender. 

Further  Issues  of  the  Greenbacks. 

On  the  7th  of  June  following,  Secretary  Chase 
sent  a  communication  to  Congress  stating  that  the 
demands  u-pon  the  Treasury  made  it  necessary  for 
him  to  ask  for  authority  to  issue  another  $150,- 
000,000  of  legal  tender  notes,  and  ten  days  later 
a  bill  to  this  effect  was  reported  and  Mr.  Spauld- 
ing  opened  the  discussion.    In  his  speech  he  said : 

"I  trust  that  there  will  be  no  necessity  for  any  considerable 
issue  of  new  notes;  but  to  guard  against  posaible  contingencies, 
1    am    willing    to    confer    large    powers    upon    the    Secretary,    be- 
lieving that  ne  will  exercise  the   power  wisely,  patriotically,  and 
for  the  best  interests  of  the  country." 

Up  to  this  time  the  legal  tenders  had  not  fallen 
very  far  below  par,  the  average  of  daily  gold 
quotations  in  June  showing  them  at  94.  Gold 
and  silver  had  disappeared  from  circulation,  bus- 
iness was  active,  prices  were  rising,  and  these 
influences  helped  to  absorb  the  notes.  There 
was  encouragement  to  issue  more,  and  the  bill 
passed  the  House  by  a  vote  of  76  to  47  and  the 
Senate  by  22  to  13. 

In  the  following  December,  Secretary  Chase 
asked  for  still  more  legal  tenders,  together  with 
large  authority  for  negotiating  loans,  and  also 
submitted  in  more  developed  form  his  plan  for 
a  National  banking  system  which  was  enacted  at 
the  session  then  beginning. 

Up  to  this  time  there  had  been  very  little  war 
taxation.    Professor  Dewey*  says  that  "in  the 

*  Financial  Hiatory  of  the  United  States,  by  Profeasor  Davia 
R.  Dewey,  Massachusetts  Institute  of  Technology. 


development  of  a  tax  system  appropriate  to  the 
events  and  conditions  of  the  war.  Chase  took 
no  leadership.  He  believed  that  the  war 
demanded  no  extraordinary  taxation  beyond 
what  was  necessary  to  pay  the  interest  on  the 
new  loans  created,  and  to  extinguish  annually 
a  small  amount  of  the  new  debt." 

Moreover  he  did  not  push  bond  sales.  The  act 
of  February  25,  1862,  had  authorized  him  to  sell 
$500,000,000  of  5-20  6  per  cent  bonds  "at  the 
market  value  thereof,"  but  the  Secretary  held 
that  "market  value"  meant  whatever  they  would 
bring  above  par,  and  that  he  was  not  authorized 
to  sell  below  par.  The  total  sales  to  December 
were  only  about  $25,000,000. 

Other  Borrowing. 

Congress  had  authorized  two  forms  of  short 
time  interest-bearing  indebtedness  which  helped 
the  situation.  One  of  these  authorized  the  Secre- 
tary to  receive  deposits  of  money  in  sums  not  less 
than  $100  at  any  office  of  the  Treasury  at  5  per 
cent  interest,  depositors  to  have  the  privilege  of 
withdrawing  it  at  any  time  after  thirty  days  by 
giving  ten  days'  notice.  This  provision  proved 
popular,  and  the  interest  rate  was  raised  to  6  per 
cent.  These  deposits  reached  at  one  time  $120,- 
000,000.  The  other  form  was  a  certificate  of  in- 
debtedness, in  effect  a  promissory  note,  which 
the  Secretary  was  authorized  to  issue  to  creditors 
who  were  willing  to  receive  them  in  settlement  of 
audited  accounts,  running  one  year  at  6  per  cent. 
These  certificates  were  issued  in  the  form  of  a 
bank  note  and  passed  current  as  money  to  some 
extent.  The  highest  amount  of  these  notes  out- 
standing at  any  time  was  $238,000,000. 

By  means  of  these  expedients  and  the  legal 
tenders  the  Treasury  made  its  way  through  the 
year  1862,  but  no  adequate  plan  for  raising  from 
the  people  the  money  for  carrying  on  the  war  had 
been  adopted.  The  importance  of  economizing 
in  individual  expenditures,  of  restricting  their 
own  purchases  and  of  turning  purchasing 
power  over  to  the  Government  had  not  been 
emphasized. 

By  the  close  of  the  year  the  Treasury  was  in 
close  straits.  A  resolution  passed  the  House 
calling  upon  the  Secretary  to  explain  why  requi- 
sitions of  paymasters  in  the  army  for  funds  to 
pay  the  soldiers  were  not  promptly  filled.  On 
January  7,  1863,  the  Secretary  in  a  letter  to  the 
Finance  Committee  of  the  Senate  stated  that  the 
amount  then  due  the  army  and  navy  was  about 
."'tO,000,000  and  asked  that  provision  be  made  for 
immediate  payment. 

Mr.  Spaulding  was  still  faithful,  and  opened 
the  debate  with  a  speech  upon  the  situation. 
He  said: 

We  have  the  monster  rebellion  by  the  ears,  like  the  back- 
woodsman who  held  the  ferociaus  wolf — if  we  let  go,  he 
will  destroy  us,  we  must  therefore  hold  on  till  we  subdue 
him.     .     .     .; 

"I  have  an  aversion  to  any  considerable  further  issue  of  legal 
notes,  and  can  only  consent  ^  to  it  aa  an  imperative  necessity. 
I  think  too  large  an  issue  will  tend  to  inflate  prices  but  1  do 
not  see  bow  it  can  be  avoided.  I  do  not  see  how  the  soldiers 
are  to  be  paid,  or  bow  the  Government  can  be  carried  on,  in  any 
other  way." 


He  argued  that  there  was  still  an  actual  short- 
age of  currency  to  handle  the  business  of  the 
country,  saying: 

"What  causes  this  scarcity  of  currency?  In  the  first  place, 
as  before  stated,  ^old  and  silver  no  longer  circulate  as  cur- 
rency within  the  Lnited  States.  Gold  is  only  required  to  settle 
foreign  balances,  pay  custom  duties  and  interest  on  the  public 
debt.  It  is  bought  and  sold  for  these  purposes  as  a  commodity, 
but  it  does  not  circulate  as  money  in  ordinary  business  opera- 
tions. Its  place  is  supplied  by  bank  bills  and  legal  tender  notes. 
In  the  next  place,  the  large  increase  of  business  suddenly  created 
bv  such  a  gigantic  war  as  we  are  now  prosecuting,  has  largely 
increased  the  demand  for  a  larger  volume  of  currency  than  was 
ever   required   before." 

He  made  a  reference  to  the  excellent  bank 
note  currency  of  New  England  as  follows: 

It  is  well  known  that  all  the  New  England  and  New  York 
country  banks  redeem  their  bills  now  at  the  Suffolk  Bank, 
Boston,  and  the  Metropolitan  Bank,  New  York,  precisely  as 
they  did  before  the  suspension  of  specie  payments.  This  sys- 
tem checks  any  tendency  to  over  issue,  and  is  a  touchstone  by 
which  to  test  daily  the  demand  for  bank  bills.  If  thev  are 
not  needed  for  legitimate  business,  they  flow  in  rapidly  to  tne  re- 
deeming hanks,  but  if  they  are  wanted  they  stay  out.  This 
test  is  unerring.  The  daily  redemptions,  for  months  past,  have 
not  been  half  what  they  were  when  the  volume  of  bank  circula- 
tion was  less  by  ■  third  than   it  is  at  this  time. 

Congress  met  this  emergency  by  rushing 
through  a  joint  resolution  authorizing  the  im- 
mediate issue  of  $100,000,000  more  legal  tenders, 
the  same  to  be  a  part  of  any  amount  that  might 
be  provided  for  by  future  legislation.  This  re- 
ferred to  a  loan  bill  then  pending  which  carried 
provision  for  $150,000,000  legal  tenders  and  be- 
came a  law  March  3,  1863,  raising  the  total 
amount  of  greenbacks  authorized  (including 
those  intended  to  take  place  of  demand  notes) 
to  $450,000,000. 

President  Lincoln,  upon  signing  the  above  joint 
resolution,  sent  a  message  to  Congress  in  which, 
he  said: 

"While  r'vfnf  thi«  approval,  bowerer,  I  think  it  my  ditty  to 
express  my  sincere  regret  that  it  has  been  found  necessary  to 
authorize  so  large  an  additional  issue  of  United  States  notes, 
when  this  circulation  and  that  of  the  suspended  banks  together 
have  become  already  so  redundant  as  to  increase  prices  bejrond 
real  values,  thereby  augmenting  the  cost  of  living  to  the  injury 
of  labor,  and  the  cost  of  supplies  to  the  injury  of  the  whole 
country. ' 

This  $150,000,000  was  the  last  of  the  issues 
of  non-interest  bearing  legal  tender  notes. 
Other  notes  carrying  the  legal  tender  quality 
were  issued,  but  they  all  bore  interest  at  5  or 
6  per  cent.  They  entered  to  some  extent  into 
circulation  until  interest  accumulated  on  them, 
when  they  were  usually  withheld.  They  took 
the  place  of  money,  however,  in  bank  reserves 
and  helped  to  inflate  the  currency. 

Permanent  Financing. 

The  expenses  of  the  war  were  still  mounting 
higher,  but  from  the  passage  of  the  act  of  March 
3,  1863,  the  methods  of  raising  money  were  more 
effective.  This  act  made  clear  the  authority 
to  sell  bonds  at  the  market  rate, even  belowpar. 
Jay  Cooke  was  appointed  General  Agent  of  the 
Treasury  and  organized  an  aggressive  selling 
campaign  on  a  commission  basis,  receiving  three- 
eighths  of  one  per  cent.  He  appointed  2,500  sub- 
agents,  advertised  extensively  and  canvassed  the 
country,  with  the  result  that  the  Secretary  was 
able  to  report  in  December  the  sale  of  nearly 
$400,000,000  of  bonds.     Taxation  also  by  this 


time  had  begun  to  produce  results.    The  country 
at  last  was  getting  down  to  business. 

Secretary  Chase  in  his  report  of  December, 
1863,  reviewed  and  justified  the  issue  of  green- 
backs in  the  following  discussion: 

"The  limit  prescribed  by  law  to  the  issue  of  United  State* 
notes  has  been  reached,  and  the  Secretary  thinks  it  clearly  in- 
expedient to  increase  the  amount.  When  circulation  exceeds  the 
legitimate  requirements  for  real  payments  and  exchanges,  no 
addition  to  its  volume  will  increase  its  value.  On  the  contrary, 
such  addition  tends  inevitably  to  depreciation;  and  depreciation, 
if  addition  be  continued,  will  find  its  only  practical  limit  in  tho 
utter   worthlessness   of   the  augmented   mass. 

"When  Congress  authorized  the  creation  of  debt,  to  a  certain 
extent,  in  the  form  of  United  States  notes,  and  impressed  on 
these  notes  the  qualities  of  a  circulation  medium,  its  action  was 
justified  by  the  disappearance  of  coin  in  consequence  of  the 
suspension  of  specie  payments;  by  the  necessity  of  providing  a 
medium  in  which  taxes  could  be  collected,  loans  received,^  and 
payments  made;  and  by  the  obvious  expediency  of  providing 
that  medium  in  the  form  of  national  issues  instead  of  resorting 
to  the  paper  of  banks.  Under  the  circumstances  its  action  waa 
wise    and    necessary;    but    it    was    eoually    wise   and    necessary    to 


limit  the  extent  of  the  issues  by  tne  necessity  which  demanded 
them.  They  were  wanted  to  fill  the  vacuum  caused  by  the  dis- 
appearance of  coin  and  to  supply  the  additional  demands  created 


by  the  increased  number  and  variety  of  money  payments.  Con- 
gress believed  that  four  hundred  millions  would  suffice  for  these 
purposes,  and   therefore   limited   issues  to  that  sum. 

"The  Secretary  proposes  no  change  of  this  limitation,  and 
places  no  reliance,  therefore,  on  any  increase  of  resources  front 
increase  of  circulation.  Additional  loans  in  this  mode  would, 
indeed,  almost  certainly  prove  illusory  for  diminished  value 
could   hardly   fail   to   neutralize   increased  amount. 

"Sufficient  circulation  having  been  already  provided,  the  gov- 
ernment must  now  borrow  like  any  other  employer  of  capital 
temporarily  requiring  more  than  income  will  supply,  and  rely 
for  the  credit  whicn  will  secure  advantageous  loans  upon  good 
faith,  industrial  activity,  accumulated  though  not  immediately 
available  capital,  and  satisfactory  provision  for  punctual  pay- 
ment of  accruing  interest  and  ntimate  reimbursement  of  prin- 
cipaJ." 

It  will  be  seen  that  he  justified  the  issues 
wholly  on  the  theory  that  they  were  necessary  to 
supply  the  country  with  a  medium  of  exchange 
after  the  bank  notes  had  become  irredeemable 
and  gold  and  silver  had  disappeared  from  circu- 
lation. He  does  not  claim  that  they  were  an 
economical  substitute  for  interest-bearing  bonds, 
or  even  that  they  were  necessary  for  any  other 
reason  than  that  they  afforded  a  currency  by 
means  of  which  the  Treasury  could  collect  the 
proceeds  of  tax  levies  and  loans  and  the  busi- 
ness of  the  country  could  be  carried  on.  In 
the  last  paragraph  of  the  quotation  he  dis- 
tinctly repudiates  all  of  the  arguments  usually 
offered  in  favor  of  government  issues  of  paper 
money. 

Did  the  Qreenbaclo  Save  tlie  Union? 

The  total  expenditures  of  the  Government  dur- 
ing the  four  fiscal  years  beginning  July  1,  1861, 
and  ending  June  30,  1865,  were  $3,348,369,000. 
The  war  began  before  July  1,  1861,  and  the  ex- 
penditures on  its  account  continued  much  beyond 
June  30,  1865,  but  if  we  compare  the  foregoing 
figures  of  expenditures  during  the  four  years 
with  the  total  authorized  issue  of  demand 
notes  and  greenbacks,  $460,000,000,  it  will  be 
seen  how  relatively  small  a  proportion  of  the 
war  costs  was  defrayed  by  means  of  these 
government  notes. 

The  notes  were  all  issued  during  the  first  two 
years  of  the  war  when  expenditures  were  low  in 
comparison  with  what  they  became  later.  The 
embarrassment  of  the  Government  in  those  first 
years  was  not  due  to  inability  on  the  part  of  the 
country  to  raise  the  funds  required.    The  country 


was  not  so  much  better  off  after  two  years  of 
war,  but  the  Government  at  last  had  an  effect- 
ual policy.  The  Secretary  of  tlie  Treasury  was 
a  patriotic  and  in  some  respects  able  man.  but 
he  was  not  an  experienced  financier,  and  the 
difficulties  were  greatly  aggravated  by  the  fact 
that  the  country  was  without  an  adequate  bank- 
ing system,  national  in  scope. 

The  legal  tender  notes  not  only  did  not  save 
money  to  the  Government  but  by  increasing  the 
cost  of  all  its  purchases  they  undoubtedly  com- 
pelled the  issue  of  more  bonds  than  would  have 
been  necessary  if  legal  tender  notes  had  not  been 
resorted  to  at  all.  They  are  not,  however,  prop- 
erly chargeable,  with  all  of  the  inflation  which 
occurred.  The  National  bank  act,  which  went  in- 
to effect  in  1863,  brought  about  further  issues  of 
paper  money  which  although  "good"  in  the  sense 
of  being  well  secured  and  redeemable,  had  the 
same  effect  upon  prices  as  the  legal  tender  issues. 

The  depreciation  of  the  currency,  measured  in 
gold,  is  seen  in  the  following  table,  which  gives 
by  months,  1862-1865,  the  average  gold  price  of 
one  hundred  dollars  in  currency  in  New  York : 

MONTH  1862  1863  1864  1865 

I»nu«nr    $98  $69  $64  $46 

February     97  62  63  49 

March     98  65  61  57 

AprU     98  66  58  67 

liiy    97  67  57  74 

June     94  69  47  71 

July    87  77  39  70 

August   87  79  39  70 

September     84  74  45  69 

October    78  68  48  69 

November    76  68  43  68 

December     76  66  44  68 

Professor  Dewey  says  that  "the  total  effect  of 
paper  issues  in  increasing  the  cost  of  the  war  has 
been  estimated  at  between  $528,000,000  and 
$600,000,000,"  and  adds  that  "even  this  large 
amount  is  small  when  compared  with  the  bur- 
dens which  inflated  prices  placed  upon  the 
people  in  the  ordinary  relations  of  trade  and 
industry." 

Professor  Dewey  goes  on  to  say  that  "true  to 
the  general  law  that  wages  of  labor  do  not  re- 
spond to  economic  forces  as  promptly  as  prices 
of  commodities,  statistical  inquiry  shows  that  the 
depreciated  value  of  the  money  medium  during 
the  Civil  War  was  not  reflected  in  an  equal  meas- 
ure by  an  increase  of  money  wages."  The  tables 
of  wages  and  prices  compiled  by  Professor  R.  P. 
Falkner,  of  the  University  of  Pennsylvania,  for 
the  Aldrich  report,  showed  percentages  of  in- 
creases over  1860  figures  as  follows : 

YEAR  PRICES  MONEY  WAGES 

1860  100.0  100.0 

1861  100.6  100.8 

1862  117.8              102.9 
186]  148.6              110.5 

1864  190.5  125.6 

1865  216.8  143.1 

Mr.  Spaulding  in  his  book  comments  upon  the 
effects  of  inflation  as  follows: 

"The  withdrawal  of  luch  a  larger  number  of  youthful  labor- 
ing men  into  a  vajit  army  of  unproductive  labor,  and  the  mil- 
take  made  in  the  over-i»«ue  of  paper  currency,  lo  Inflated  pricea 
aa  to  materially  Incrcaie  the  expenwa  of  the  war.  It  alto  em- 
Mrraiaed    the    people    engaged    In    legitimate    punuits;    laborers 


•truoc  for  higher  wage*,  and  the  price  of  cuiiimodttiet  greatly 
incrraaed,  cauting  considerable  difhculty  m  keeping  ud  the  pro- 
ductive energies  of  the  country,  especially  in  aataulishmenta 
where  large  gaiigs  of  men  are  employed." 

Paper  Money  Prosperity. 

While  this  inflation  was  going  on,  the  country 
was  apparently  prosperous.  Prices  were  advanc- 
ing, business  was  active,  enterprise  was  abound- 
ing as  is  always  the  case  when  property  will  sell 
for  more  money  each  month  than  it  would  bring 
a  month  before.  Such  is  not  a  real  or  substantial 
prosperity,  but  it  is  always  deceptive  at  the  time, 
and  is  the  secret  of  paper  money  popularity. 
As  usual  under  such  conditions  the  people  went 
heavily  into  debt  on  the  streng^  of  these  appar- 
ent values,  and  the  whole  financial  structure  was 
weakened.  After  the  war  was  over  public 
men  like  Mr.  Spaulding,  who  had  regarded  the 
paper  money  issues  as  temporary  and  considered 
the  faith  of  the  country  pledged  to  their  redemp- 
tion at  par,  began  to  take  steps  for  so  doing,  but 
of  course  raising  the  value  of  the  paper  currency 
from  44  cents  in  gold  in  December,  1864,  to  100 
cents  gold,  meant  that  the  value  of  all  property, 
stated  in  terms  of  currency,  which  was  the  com- 
mon medium  in  which  prices  weie  made,  must 
shrink  in  corresponding  ratio,  while  on  the  other 
hand  the  indebtedness  of  property  owners  did  not 
shrink  at  all.  This  was  the  other  side  of  the 
fictitious  prosperity,  of  which  Roscoe  Conkling 
and  others  had  given  warning. 

As  soon  as  the  logic  of  the  situation  was 
realized,  there  arose  a  great  protest  against 
any  further  efforts  to  bring  the  paper  money 
to  par,  and  but  for  the  firm  stand  of  Presi- 
dent Grant  this  opposition  would  have  been  suc- 
cessful. As  it  was,  resumption  was  delayed  until 
1879,  and  the  complete  retirement  of  the 
notes  was  defeated.  Nevertheless,  with 
the  volume  of  notes  definitely  restricted, 
and  the  country  growing,  and  looking 
eventually  to  resumption,  an  appreciation 
of  the  notes  was  inevitable  and  the  effect  upon 
property  values  in  currency  was  very  unfavor- 
able. Moreover,  with  the  return  of  the  soldiers 
to  industry  and  particularly  to  the  farms,  the 
opening  of  new  lands  by  the  extension  of  rail- 
ways and  an  increasing  tide  of  immigration,  farm 
products  fell  to  unremunerative  prices.  It  was. 
all  laid  by  agitators  to  the  efforts  to  resume  specie 
payments. 

Panic  of  1873. 

The  culmination  came  in  the  panic  of 
1873,  one  of  the  worst  the  country  had  ever 
known,  which  left  a  trail  of  bankruptcies,  and 
was  followed  by  a  long  period  of  depression,  last- 
ing until  the  last  vestige  of  difference  between  the 
paper  dollar  and  the  gold  dollar  disappeared  on 
January  1,  1879.  The  newly  built  railways  went 
into  the  hands  of  receivers,  the  late  booming  cities 
went  into  collapse,  enterprise  was  dead,  building 
operations  were  suspended,  industry  was  stag- 
nant, furnaces  were  cold,  workmen  walked  the 
streets  in  vain  for  employment  and  mobs  in  Pitts- 


burg  and  other  centers  caused  the  most  serious 
disturbances  growing  out  of  industrial  conditions 
ever  known  up  to  that  time  in  this  country.  Fore- 
closure proceedings  made  the  business  of  the 
sheriff  among  the  most  prosperous  in  the  coun- 
try. During  that  long  drawn-out  period  of 
distress,  the  country  was  suffering  in  expiation 
of  its  violation  of  sound  principles  of  finance, 
and  it  is  not  too  much  to  say  that  the  losses 
in  those  six  months  from  the  prostration  of 
industry  amounted  to  more  than  the  direct 
costs  of  the  war. 

Following  the  resumption  of  gold  payments 
there  was  a  speedy  revival  of  prosperity,  which 
the  Secretary  of  the  Treasury,  John  Sherman, 
touched  upon  in  his  report  to  Congress  in  Decem- 
ber, 1879,  in  part  as  follows : 

"'I'he  specie  standard,  thus  happily  secnred,  has  given  an 
impetus  to  all  kinds  of  business.  Many  industries,  greatly 
depressed  since  the  panic  of  1873,  have  revived,  while  increased 
activity  has  been  shown  in  all  branches  of  production,  trade, 
and_  cominerce.  Every  preparation  for  resumption  was  accom- 
panied with  increased  business  and  confidence,  and  its  con- 
mmmatioo  has  been  followed  by  a  revival  of  productive  indus- 
try unexampled   in   our   previous    history.'* 

With  the  country  back  on  a  gold  basis,  business 
men  felt  solid  ground  under  their  feet.  They  felt 
that  liquidation  at  last  was  over,  that  inflation  had 
been  eliminated  and  that  prices  and  values  in  this 
country  were  again  related  to  the  world's  stand- 
ard of  value.  Confidence  was  restored  for  the 
time  being,  although  the  heresies  which  still 
lurked  in  many  minds  and  in  the  financial 
system  itself  were  destined  to  yet  cost  the 
country  dearly. 

Lessons  from  the  Civil  War  Experience. 

The  fallacy  of  supposing  that  a  Government 
can  save  anything  by  using  its  non-interest 
bearing  obligations  as  a  medium  of  purchases, 
even  by  making  them  legal  tender,  is  the  most 
obvious  lesson  of  the  Civil  War  experience, 
but  it  is  not  the  most  important  lesson.  The 
most  important  warning  is  that  the  Govern- 
ment cannot  be  safely  financed  by  simply 
creating  credit  facilities.  The  greenbacks  were 
a  form  of  credit  and  enabled  the  Government 
to  enter  the  markets  and  make  purchases  re- 
quired, and  bank  credit  will  do  the  same,  but 
there  are  after-results  which  follow  the  ex- 
pansion of  credit  by  either  of  these  methods. 

These  are  simply  facilities  for  making  pay- 
ments, and  it  is  doubtless  true  that  in  some  de- 
gree production  is  affected  by  the  facilities  for 
handling  or  paying  for  the  products.  If  trans- 
portation facilities  were  lacking  for  moving  wheat 
from  Kansas  wheat-growing  there  would  be 
discouraged,  but  after  all  there  is  a  limit  to  the 
influence  of  transportation  facilities  upon  the 
wheat  crop.  When  the  population  of  Kansas  has 
done  its  best  at  wheat-growing  the  addition  of 
transportation  facilities  will  not  enlarge  the  crop. 
And  so  when  the  industrial  forces  of  a  country 
are  already  working  to  capacity  the  output  can- 
not be  increased  by  enlarging  the  credit  facilities 
by  which  purchases  are  made. 


Inflation  is  the  result  of  allowing  credit  to  be 
used  without  restraint  in  a  competitive  struggle 
for  a  limited  supply  of  labor  and  materials.  Some 
years  ago  Northern  Pacific  Railway  stock  was 
bid  up  to  $1,000  per  share  because  there  was  com- 
petition over  a  limited  supply  between  buyers 
who  had  ample  credit  at  their  command.  Some- 
thing like  that  struggle  is  now  going  on  in  in- 
dustry. Food  production  is  as  important  as  any- 
thing else,  but  the  farms  are  losing  labor  at  an 
alarming  rate  by  reason  of  the  attractions  held 
out  elsewhere.  The  railways  have  been  seriously 
embarrassed  by  the  loss  of  experienced  labor  to 
the  war  industries,  and  the  industries  generally, 
many  of  which  are  engaged  upon  war  contracts, 
are  now  suffering  from  a  loss  of  labor  to  the  ship- 
yards. The  President  of  the  Pressed  Steel  Car 
Company  in  his  report  to  stockholders  a  few  days 
ago  stated  that  tliat  company's  labor  turn-over 
in  the  last  year  was  300  per  cent,  and  that  wages 
had  increased  50  per  cent,  while  efficiency  had  de- 
creased 50  per  cent.  That  the  cost  of  living  has 
been  advancing  along  with  wages,  possibly  even 
faster,  is  only  another  symptom  of  conditions.  If 
labor  continues  to  leave  the  farms  the  cost  of  liv- 
ing will  continue  to  go  higher. 

The  Alternative  to  Inflation. 

The  real  want  of  the  time  is  for  man-power 
and  the  things  which  man-power  can  produce. 
With  a  shortage  of  labor  already  existing,  the  in- 
creasing demand  for  things  must  be  met  by  organ- 
izing labor  more  efficiently,  by  greater  use  of 
labor-saving  m.ethods  and  by  transferring  labor 
from  non-essential  or  less-essential  employments- 
to  the  work  which  is  of  vital  importance.  This 
is  the  aim  of  the  policy  which  has  been  adopted* 
with  the  railroads.  The  highest  possible  effici- 
ency is  sought  in  their  operations, and  their  ser- 
vices are  to  be  available  first  for  the  essential 
needs.  The  same  end  must  be  accomplished  in 
the  industries  generally.  Contracts  should  be 
distributed  with  a  view  to  utilizing  existing  in- 
dustrial organizations  and  equipment  most  effec- 
tively and  of  diverting  labor  from  non-essential 
production.  The  industrial  managers  of  the 
country  are  eager  and  impatient  to  know  how 
they  can  use  their  plants  to  forward  the  plans  of 
the  Government. 

It  has  been  asked  what  is  the  alternative  to  con- 
tinued expansion  of  credit.  The  answer  is  in  a 
resolute  substitution  of  war  work  for  non-essen- 
tial industry,  instead  of  attempting  to  do  the  war 
work  in  addition  to  supplying  all  the  private  de- 
mands which  the  public  is  accustomed  to  make. 
This  shift  cannot  be  accomplished  without  lead- 
ership or  without  compulsion,  and  without  it  we 
will  neither  win  the  war  nor  escape  a  state  of 
inflation  from  which  the  consequences  will  be 
disastrous. 

By  one  route  or  another  we  must  come  to  this 
substitution  at  last.  If  we  supply  the  Govern- 
ment with  bank-credit  as  a  means  of  making  its 


purchases  it  will  indeed  be  able  to  make  them, 
but  this  new  credit  when  put  into  circulation  and 
added  to  the  existing  volume  of  purchasing  fa- 
cilities will  force  up  prices  until  a  portion  of  the 
demand  is  eliminated  and  a  new  equilibrium  be- 
tween demand  and  supply  is  established.  Thus 
the  same  degree  of  curtailment  in  private  con- 
sumption will  have  been  arrived  at  by  a  blind, 
automatic,  competitive  struggle  as  might  have 
been  accomplished  by  intelligent  self-restraint  or 
authoritative  management. 

Inflation  and  Deflation. 

Roughly  speaking  it  is  said  that  the  debtor  class 
will  gam  by  inflation  and  the  creditor  class  lose, 
and  it  is  usually  assumed  that  the  debtor  class  is 
composed  of  poor  people  and  the  creditor  class 
of  rich  people,  but  this  classification  is  widely 
erroneous.  The  owners  of  property,  the  em- 
ployers of  labor  and  operators  of  business 
belong  with  the  debtors  rather  than  with  the 
creditors,  so  far  as  the  efTects  of  rising  prices 
are  concerned.  What  they  own  and  what  they 
sell  is  not  ordinarily  fixed  in  price,  although 
that  is  true  of  most  public  utilities.  The 
great  bulk  of  private  property  usually  re- 
sponds in  nominal  values  to  changes  in  the 
prices  of  the  products.  The  laborer  for 
fixed  wages  is  in  the  creditor  rather  than 
the  debtor  class,  and  while  wages  in  some  lines 
follow  more  or  less  closely  the  general  state 
of  business  activity,  in  many  instances  they 
lag  seriously  behind  advances  in  the  cost  of  liv- 
ing. The  salaried  class  and  all  who  for  any  rea- 
son are  least  independent  and  able  to  help  them- 
selves are  sufferers  by  rising  prices. 

Along  with  these  is  the  great  body  of  people 
who  are  not  in  business  but  who  have  saved 
something  for  old  age  or  a  rainy  day,  and  have  it 
out  at  interest,  or  in  a  bank,  or  who  have  made 
provision  for  dependents  by  carrying  life  insur- 
ance. If  it  is  assumed  that  the  present  level  of 
prices  and  cost  of  living  is  permanent,  then  it 
must  be  allowed  that  since  1914  nearly  one-half 
the  value  of  all  such  savings  have  been  wiped 
out  as  with  a  sponge!  Do  we  realize  what  is 
taking  place,  and  are  we  content  for  the  sake  of 
maintaining  for  a  time  the  useless  effort  to  do 
business  as  usual  to  allow  this  process  to  go  on? 

But  it  will  be  said  that  this  situation  is  only 
temporary,  that  after  the  war  prices  will  subside 
and  those  losses  which  now  appear  on  paper  will 
be  recovered.  Very  well,  suppose  we  take  that 
horn  of  the  dilemma,  and  face  the  task  of  reduc- 
ing wages  to  the  pre-war  level,  and  of  paying  the 
debts  and  taxes  inherited  from  the  war  out  of  the 
pre-war  profits  and  earnings.  Is  that  outlook  so 
much  more  encouraging  as  to  reconcile  us  to 
going  still  further  on  the  path  which  must  be 
retraced  ? 

There  are  many  uncertainties  about  the  future 
but  one  thing  is  certain,  and  that  is  that  the  grav- 
est dangers  will  be  connected  with  the  inflation 


of  wages,  prices  and  indebtedness.  It  is  granted 
that  a  degree  of  inflation  is  unavoidable,  and  a 
degree  great  enough  to  cause  serious  concern  has 
already  occurred.  With  another  great  loan  pend- 
ing more  is  unavoidable  and  the  end  is  not  in 
sight,  but  it  is  of  the  highest  importance  that  the 
tendencies  shall  be  understood  and  that  the 
remedy  shall  be  applied  so  far  as  possible.  That 
remedy  lies  In  concentrating  the  energies  and  re- 
sources of  the  country  upon  necessary  work  to 
the  exclusion  of  work  which  is  not  necessary 
either  to  the  prosecution  of  the  war  or  to  sus- 
tain the  health  and  strength  of  the  people,  and 
in  finding  purchasing  power  for  the  Govern- 
ment by  conserving  and  transferring  to  it  the 
purchasing  power  of  the  people. 

The  Gold  Reserve. 

It  may  be  not  out  of  place  to  utter  a  word  of 
caution  about  the  value  and  use  of  the  great  gold 
reserve  which  is  steadily  growing  in  the  vaults  of 
the  Federal  reserve  banks.  The  amendments  to 
the  reserve  act  adopted  last  year  were  for  the 
purpose  of  aiding  in  this  accumulation  of  gold, 
and  they  were  generally  supported  on  the  ground 
that  larger  reserves  would  strengthen  the  system 
against  emergency  demands  and  inspire  confi- 
dence in  its  stability.  We  approved  of  them  for 
this  reason. 

It  will  be  a  mistake,  however,  to  assume  that 
with  all  of  the  gold  of  the  country  gathered  into 
the  reserve  banks  it  will  be  just  as  safe  to  run  up 
the  liabilities  until  the  reserve  is  down  to  40  per 
cent,  as  it  would  have  been  with  the  member 
banks  still  holding  important  amounts,  as  be- 
fore. The  eggs  are  being  gathered  into  one 
basket  and  the  basket  should  be  guarded  with 
great  care. 

The  main  advantage  in  gathering  together  a 
great  gold  reserve  in  these  banks  of  issue  is  in 
the  power  which  is  thus  created  to  protect  all  of 
the  local  banks  of  the  country  against  any  possi- 
ble alarm  among  their  depositors.  Gold  in  the 
possession  of  the  reserve  banks  gains  150  per 
cent  in  efficiency  by  reason  of  the  note-issuing 
powers  of  these  banks,  not  to  speak  of  the  advan- 
tage derived  from  having  the  reserves  concen- 
trated in  practically  one  store. 

TTiis  is  the  great  purpose  gained  by  the  con- 
centration of  gold  in  the  reserve  banks.  It  gives 
security  to  the  banks  in  their  relations  with  de- 
positors, and  although  that  by  no  means  was  the 
only  object  in  forming  the  reserve  system  it  was 
the  first  object. 

It  cannot  be  properly  said  of  these  gold  hold- 
ings that  such  or  such  a  percentage  is  sufficient 
to  maintain  the  notes  at  par,  as  though  this  was 
the  only  consideration.  There  are  two  other  con- 
siderations: First,  to  maintain  the  reserve 
capacity  to  issue  at  any  time  great  quantities 
of  notes  to  support  the  member  banks  against 
calls  upon  them  by  depositors,  their  own  re- 
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serves  being  now  unimportant;  and,  second, 
it  is  the  duty  of  the  reserve  banks  to  guard 
the  country  against  inflation. 

One  of  the  ablest  editorial  writers  of  the 
country  illustrates  the  confusion  of  ideas  which 
prevails  on  the  subject  by  saying  that  "our 
trouble  is  less  with  an  inflation  of  capital  or 
credit  than  with  the  inflation  of  prices  due  to 
the  increase  of  wages."  The  increase  of  wages 
and  prices  is  precisely  the  form  in  which  an  in- 
flation of  credit  or  money  works  out  its  effects. 
Moreover,  credit  inflation  is  not  dependent 
upon  whether  or  not  the  collateral  is  good  or 
the  obligations  certain  to  be  paid  in  gold.  If 
an  attempt  is  made  to  use  a  greatly  increased 
amount  of  credit  or  money,  without  any  cor- 
responding increase  in  the  supply  of  labor,  the 
effect  will  be  to  create  precisely  the  conditions 
described  above. 

War  Finance  Corporation. 

The  bill  for  a  War  Finance  Corporation  has 
been  reported  to  the  Senate  favorably,  with 
certain  amendments  touching  the  organization 
and  emphasizing  the  exceptional  conditions 
under  which  the  authority  thus  granted  is  de- 
signed to  be  exercised.  It  is  generally  agreed 
that  the  time  has  come  for  the  Government  to 
have  control  over  the  investment  market,  with 
a  view  to  preventing  the  absorption  of 
capital  and  labor  in  enterprises  which  are  now 
of  secondary  public  importance,  and  no  doubt 
there  is  need  for  the  Government  to  provide 
special  facilities  for  financing  private  enter- 
prises which  are  engaged  in  war  work  or 
business  vital  to  the  general  welfare.  The  plan 
of  the  War  Finance  Corporation  is  well 
adapted  to  these  ends.  It  will  be  provided 
with  a  capital  of  $500,000,000,  subscribed  by 
the  Government,  and  it  will  be  authorized  to 
issue  its  own  obligations,  running  from  one  to 
five  years,  which  may  be  sold  to  the  public 
and  the  proceeds  used  to  carry  out  the  purpose 
in  view. 

We  have  had  nothing  but  commendations 
for  this  part  of  the  plan,  but  have  deprecated 
the  proposal  to  admit  investment  securities 
sold  for  the  purpose  of  raising  more  or  less 
permanent  capital  as  the  basis  of  loans  and 
currency  issues  by  the  reserve  banks.  We  have 
done  so  because  we  are  sure  there  is  no  nec- 
essity for  such  action,  and  have  misgivings  that 
the  grant  of  power  will  create  strong  pressure 
for  its  use,  and  tend  to  divert  attention  from 
the  policy  of  general  restraint  upon  private 
expenditures,  which  we  believe  to  be  the  true 
one  for  this  time. 

So  far  as  protection  of  savings  banks  is 
concerned  we  have  stated  that  provision  to 
pay  their  depositors,  if  there  is  any  occasion 
for  so  doing,  is  not  open  to  the  objection 
raised  against  supplying  money  for  industry. 


for  if  depositors  want  their  money  for  the 
purpose  of  buying  Government  bonds  all  pay- 
ments to  them  will  come  into  the  Treasury 
and  can  be  returned  to  the  reserve  banks  as 
deposits.  It  is  only  as  loans  are  made  in  at- 
tempts to  enlarge  the  volume  of  industry,  at 
a  time  when  by  reason  of  natural  limitations, 
it  cannot  be  enlarged,  that  inflation  occurs. 
Likewise,  refunding  operations  make  no  de- 
mands upon  labor  or  new  capital,  and  therefore 
do  not  require  resort  to  the  reserve  banks. 

With  a  close  control  over  the  investment 
market  to  restrict  the  employment  of  capital 
to  approved  undertakings,  there  is  no  reason 
to  doubt  that  there  will  be  plenty  of  capital 
to  meet  the  important  demands  contemplated 
in  the  bill.  At  any  rate  it  is  certain  that  no 
capital  can  be  created  by  borrowing  of  the 
reserve  banks  at  a  time  when  the  working 
forces  of  the  country  are  already  employed 
to  the  limit.  The  point  has  been  reached  then 
when  the  relief  must  come  by  another  method 
— the  method  referred  to  by  a  member  of  the 
Federal  Reserve  Board  in  a  recent  address,  in 
the  following  language: 

The  question  which  I  believe,  in  view  of  this  situation,  the 
country  must  soon  face,  is  whether  it  will  be  the  part  of 
financial  prudence  for  us  to  attempt  to  finance  our  government 
loana  by  an  expansion  of  banking  credit  with  accompanying 
inflation  of  prices,  or  whether  it  will  be  better,  however  drastic 
the  steps  necessary  to  accomplish  this  result  may  be,  to  pursue 
the  course  of  converting  the  potential  savings  fund  of  the 
nation  into  an  actual  savings  fund  of  sufficient  magnitude  to 
absorb  the  loans  of  the  government  as  savingt  loam.' 

The  Federal  Reserve  Board  as  a  body  has  re- 
peatedly expressed  itself  in  a  similar  manner. 

The  pending  bill  seems  likely  to  become  a  law 
without  important  changes,  and  will  doubtless 
be  administered  with  great  discretion.  Our  atti- 
tude toward  the  questionable  feature  has  been 
prompted  by  apprehension  that  the  public  would 
interpret  the  measure  as  providing  for  expan- 
sion, and  proceed  to  manage  its  private  affairs 
in  such  manner  that  the  authorities  might  be 
compelled  finally  by  resulting  conditions  to  use 
the  new  powers  to  a  degree  which  at  the  outset 
they  do  not  contemplate. 

The  interpretation  which  at  least  a  portion 
of  the  public  places  upon  the  measure  was 
stated  by  the  market  reporter  of  the  IVall 
Street  Journal  after  it  had  been  reported  to 
the  Senate,  as  follows : 

The  economist  who  argued  that  eggs  now  selling  at  60 
cents  a  dozen  would  sell  at  $1.50  when  the  War  Finance  Bill 
became  a  law  gave  an  illustration  which  the  public  under- 
stands. He  may  not  be  exactly  ripht  on  figures  but  the 
financial  district  sides  with  him  in  his  argument.  It  follows 
that  with  commodity  prices  higher  many  other  things  which 
money  can  buy,  stocks  included,  may  sell  higher. 

This  cheerful  view  is  not  confined  to  the 
stock  market,  and  probably  there  are  more 
who  hold  it  than  there  are  who  understand 
that  to  whatever  extent  the  act  has  influence 
upon  industrial  conditions  it  will  increase  the 
cost  of  the  war  and  the  amount  which  the 
Government  must  raise  by  taxation  and  loans. 

*  Addresi  of  Dr.  A.  f"  Miller  before  the  American  Academy  of 
Political   Science,   Philadelphia,   November,   1917. 
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The   Money  Market. 

The  money  market  has  shown  but  little  change 
during  the  past  month.  Time  loans  are  on  a  6 
per  cent,  basis,  although  a  few  are  made  at  S**. 
The  large  banks  are  out  of  the  commercial  ijaper 
market,  but  a  considerable  volume  of  paper  is 
handled  the  country  over.  The  call  rate  in  this 
city  has  ranged  from  3  to  6  per  cent.,  and  been 
nearer  the  latter  figure  most  of  the  time.  There 
is  no  reason  in  sight  for  expecting  any  import- 
ant change,  for  the  reserve  banks  can  undoubt- 
edly take  care  of  any  necessary  demands  and 
the  Government's  necessities  will  prevent  any 
general  relaxation.  Banks  are  conservative  and 
making  commitments  only  as  they  are  under  obli- 
gations to  take  care  of  necessary  business. 

Some  disposition  is  manifest  to  raise  interest 
rates  on  deposits  for  the  purpose  of  attracting 
deposits,  and  the  situation  raises  anew  the  old 
question  whether  a  sliding  scale  on  deposits, 
automatically  related  to  Federal  reserve  rates, 
or  some  other  standard,  would  not  be  better 
than  the  flat  rate,  but  there  is  little  reason  to 
believe  that  a  sliding  scale  with  the  general 
agreement  necessary  to  sustain  it  could  be  made 
permanent  in  this  country.  There  is  a  com- 
petitive situation  not  only  as  between  banks  of 
the  same  city  but  as  between  the  banks  of  many 
cities,  and  the  present  does  not  seem  to  be  a 
good  time  for  disturbing  the  adjustment  of 
rates  which  has  been  reached  in  the  past.  At 
present  loaning  rates  are  comparatively  high, 
but  this  is  following  several  years  when  they 
have  been  low,  and  it  is  probable  that  other  years 
of  low  rates  will  follow  the  present  situation. 
At  this  time  it  seems  desirable  that  every  ten- 
dency to  inflation  and  to  abnormal  conditions 
should  be  avoided  so  far  as  possible.  An  in- 
crease of  deposit  rates  if  adopted  generally  in 
the  centers  will  surely  extend  into  all  localities, 
and  raise  the  general  level  of  costs  upon  which 
the  banking  business  is  conducted.  That  in  turn 
will  increase  the  anxiety  for  earnings,  and  have 
an  unfavorable  effect  upon  the  situation  in 
many  ways.  The  banks  are  carrying  numerous 
subscribers  to  the  Government  loans  at  low 
rates,  and  if  deposits  cost  more  these  loans  will 
naturally  come  higher  or  be  discouraged.  The 
Government  is  the  largest  borrower  at  this  time 
and  if  the  cost  of  money  is  raised  it  will  inevi- 
tably suffer.  It  would  be  unfortimate  to  have  a 
general  withdrawal  of  deposits  from  the  banks 
for  investment  in  the  Government  loans,  but  on 
the  other  hand  it  is  not  desirable  to  have  rates 
upon  deposits  which  will  tend  to  keep  new 
capital  from  going  into  the  loans.  It  is  a  very 
inopportune  time  for  the  banks  to  enter  into  a 
competitive  struggle  for  deposits.  The  effect 
would  be  greatly  to  aggravate  and  extend  the 
evils  already  resulting  from  the  competitive 
struggle  over  labor  and  raw  materials. 

The  Federal  Reserve  Board  has  given  out  a 
statement  expressing  its  concern  over  the  move- 


ment, and  giving  cogent  reasons  for  its  disap- 
proval. This  prompt  and  appropriate  action  is 
likely  to  be  generally  accepted  as  conclusive  upon 
the  subject. 

The  volume  of  bank  loans  tends  upward  and 
this  is  not  entirely  accounted  for  by  the  pur- 
chases of  Treasury  Certificates.  The  reports 
of  member  banks  to  the  I-'ederal  Reserve  Board 
show  that  aside  from  loans  upon  or  investments 
in  United  States  securities,  loans  and  invest- 
ments on  February  15  aggregated  $10,026,- 
818,000,  against  9,862,409,000  on  February  8. 
These  figures  were  for  670  banks  on  the  latter 
date  and  679  on  the  former.  It  is  not  a  satis- 
factory showing,  with  a  Government  loan  loom- 
ing up  in  the  near  future,  and  doubtless  the  try- 
ing business  conditions  of  the  last  three  months 
are  in  large  degree  responsible.  There  is  still  a 
great  amount  of  farm  produce  to  be  marketed, 
particularly  in  the  middle  west,  where  the  rail- 
ways have  been  unable  to  move  it  as  promptly  as 
usual  and  the  amount  of  soft  corn  has  caused 
the  farmers  to  fatten  more  live  stock  and  feed 
it  longer  than  is  customary.  There  is  reason  to 
expect  a  great  loosening  up  in  that  quarter  in 
the  next  few  months. 

Railway  traffic  conditions  have  greatly  im- 
proved in  the  last  month  and  business  reports, 
are  good  from  all  quarters.  Retail  sales  are 
large,  and  merchants  have  more  trouble  getting 
goods  than  in  disposing  of  them.  Price  reduc- 
tion sales  since  the  first  of  the  year  have  been 
smaller  than  usual,  merchants  holding  that  it  is 
better  to  carry  stock  over  than  to  run  the  risk 
of  not  being  able  to  replace  it. 

The  Northwestern  National  Bank  of  Mmne- 
apolis  gives  interesting  figures  upon  the  increase 
of  time  deposits  in  the  slate  banks  and  trust 
companies  of  Minnesota,  North  Dakota,  South 
Dakota  and  Montana.  It  is  not  safe  to  accept 
an  increase  in  demand  deposits  as  a  showing^ 
of  accumulations,  for  they  are  largely  a  result 
of  loans  made  by  the  banks  themselves,  but 
time  certificates  of  deposit  in  these  states  as  the- 
Northwestern  Bank  Review  says,  mainly  rep- 
resent savings  of  farmers.  During  the  last 
year  these  interest-bearing  funds  together  with, 
the  smaller  sum  held  in  the  form  of  savings  ac- 
counts in  the  four  states  increa.sed  over  $50,- 
000,000,  and  the  total  is  $360,000,000. 

Government  Finance. 

Sales  of  Treasury  certificates  in  February 
to  the  23rd  amounted  to  $8%,806,S00.  Early  in 
the  month  the  Secretary  appealed  to  the  banks 
to  subscribe  more  generally  and  suggested 
that  they  adopt  the  policy  of  taking  weekly 
an  amount  equal  to  one  per  cent  of  their  total" 
resources,  not  to  exceed  in  all  ten  per  cent. 
The  response  falling  below  expectations  he 
decided  to  raise  the  interest  rate  and  offered 
$500,000,000  of  the  certificates,  dated  February 
27th,  and  due  May  28th,  at  4j4  per  cent.    Iiv 
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repeating  his  request  that  the  banks  make  re- 
gular provision  for  investment  in  the  cer- 
tificates the  Secretary  said: 

It  should  be  borne  in  mind,  furthermore,  that  the  program  of 
•etttng;  aside  1%  a  week  and  subscribing  2%  for  each  issue  is 
4  minimum  program;  that  there  must  be  some  banks  and  trust 
companies  which  cannot  meet  even  this  program  and  others 
which  can  do  much  more  than  the  minimum.  Those  banks  and 
trust  companies  that  can  should  of  course  take  certificates  in 
«xcess  of  the  indicated  minimum. 

The  advance  to  4J4  per  cent  on  the  cer- 
tificates has  been  generally  accepted  as  fore- 
shadowing an  advance  in  the  rate  upon  the 
Third  Liberty  Loan,  and  the  first  and  second 
issues  have  had  an  advance  on  the  market  of 
about  one  point  in  consequence. 

Up  to  and  including  the  23rd,  ordinary  and 
special  Treasury  disbursements  for  February, 
including  loans  to  foreign  governments,  ag- 
gregated $850,302,822. 

The  War  Savings  Campaign  is  coming 
along  encouragingly.  Receipts  from  stamp 
sales  during  the  first  twenty-three  days  of 
February  aggregated  $34,165,442,  an  average 
of  nearly  $1,500,000  for  every  day,  including 
Sundays  and  holidays.  The  number  of 
agencies  for  the  sale  of  stamps  is  constantly 
increasing  and  the  income  should  grow 
steadily  larger  throughout  the  year. 

It  is  of  interest  in  this  connection  that  the 
total  amount  raised  in  the  United  Kingdom 
up  to  the  finish  of  this  year  by  the  various 
methods  directed  especially  to  the  small  in- 
vestor was  £258,000,000,  or  approximately 
$1,000,000,000.  It  is  of  further  interest  to 
know  that  although  all  of  these  offerings  pay 
higher  rates  of  interest  than  savings  bank 
deposits,  the  latter  are  greater  now  than  at  the 
beginning  of  the  war.  In  line  with  this  are  re- 
ports from  certain  schools  in  the  United  States 
which  have  maintained  a  savings  system  for 
some  years  that  although  these  schools  have 
been  vigorously  pushing  this  sale  of  thrift 
stamps  the  regular  savings  have  continued  to 
increase.  These  facts  prove  what  has  been 
proved  many  times  before,  that  the  habit  of 
saving  grows  by  cultivation,  and  therein  lies 
the  promise  of  great  benefits  in  years  to  come 
from  the  thrift  campaign  now  being  carried  on. 

There  seems  to  be  a  prevalent  idea  in  some 
parts  of  the  country  that  the  New  York  banks 
have  had  the  best  of  the  Treasury  deposits  aris- 
ing from  the  Government  loans,  but  this  is  a 
misconception.  The  principal  disbursements  of 
the  Treasury  are  made  by  drafts  on  New  York, 
and  the  amount  of  deposits  kept  here  are  not 
larger  than  necessary  to  properly  handle  the 
business.  Although  funds  are  transferred  to 
this  point  they  are  being  constantly  paid  out  to 
the  whole  country,  as  the  heavy  balances 
against  the  New  York  Reserve  Bank,  and  in 
favor  of  the  other  reserve  banks  in  the  Gold 
Settlement  Fund,  conclusively  show.  If  it  had 
not  been  for  the  transfer  of  paper  from  the 
New  York  bank  to  reserve  banks  of  the  in- 
terior, at  the  instance  of  the  Federal  Reserve 


Board,  which  has  the  whole  situation  under 
its  eye,  the  equilibrium  would  have  been  seri- 
ously disturbed  by  drafts  against  New  York. 
The  Third  Liberty  Loan  Campaign  will 
soon  be  on,  and  plans  for  making  it  more 
effective  than  any  of  the  preceding  ones  are 
being  carefully  made.  The  interruption  of  in- 
dustry during  the  winter  of  course  has  reduced 
earnings  and  accumulations  from  what  other- 
wise they  would  have  been,  but  some  sections 
of  the  country,  notably  the  richest  agricultural 
districts,  will  be  in  better  condition  to  sub- 
scribe liberally  than  ever  before.  The  people 
are  in  good  spirits,  loyal  to  the  Government, 
practically  unanimous  in  supporting  the  po- 
sition which  the  President  has  taken,  and  with- 
out doubt  will  respond  liberally.  They  are 
willing  to  do  whatever  is  necessary,  and  if  they 
fail  in  any  degree  to  do  what  they  should  it  will 
be  because  they  do  not  clearly  understand 
what  the  conditions  of  such  an  unparalleled 
emergency  require. 

British  Banks. 


The  reports  of  the  annual  meetings  of  British 
banks  at  which  the  business  of  1917  was  re- 
viewed have  been  received  during  the  past 
month.  We  gave  a  month  ago  the  figures  for 
the  principal  items  of  the  Bank  of  England, 
which  showed  a  moderate  expansion  of  loans 
and  deposits.  The  twenty-one  principal  banks 
show  approximately  $6,300,000,000  of  deposits 
against  $5,300,000,000  a  vear  ago,  $4,000,000,- 
000  of  loans  against  $2,890,000,000,  and  invest- 
ments of  $1,460,000,000  against  $1,480,000,000 
a  year  ago.  It  will  be  seen  that  there  was  a 
small  reduction  of  investments,  showing  the 
policy  of  the  banks  not  to  load  up  with  long 
time  securities.  The  increase  of  loans  is  very 
considerable,  and  is  partly  in  Treasury  bills 
and  partly  in  loans  to  the  public  to  aid  pur- 
chasers of  government.  All  reported  these 
loans  as  in  process  of  satisfactory  reduc- 
tion, and  the  manager  of  the  National  Pro- 
vincial Bank  reported  that  of  $70,000,000  grant- 
ed on  the  last  war  loan,  in  March,  1917,  65  per 
cent,  had  been  paid  off.  The  London  City 
and  Midland,  which  had  advanced  $130,000,- 
000.  reported  $70,000,000  paid  off. 

The  banks  all  reported  that  for  the  first  time 
since  the  war  began  it  was  unnecessary  to 
charge  off  anything  against  the  depreciation 
of  security  holdings,  there  having  been  no 
further  decline  during  the  past  year. 

A  note  of  caution  was  frequently  sounded 
against  the  inflation  of  credits  and  consequent 
inflation  of  prices  and  war  borrowings.  The 
Chairman  of  Barclays  Bank,  Limited,  Mr. 
Goodenough,  in  his  address  to  stockholders, 
said: 

The  increase  in  the  amount  of  the  current  and  deposit  ac- 
counts points  to  inflation,  and  the  statistics  relating  to  the  rise 
in  prices  show  how  important  it  is  that  the  war  finance  should 
be  io  conducted  as  to^  avoid  inflation  as  far  as  possible.  The 
index   figures    which   give    the    price   of   commodities   and    neces- 


13 


arict  of  life  thorn  that  the  continuoiu  riw  in  prices  correspond! 
step  by  step  witb  the  expansion  of  credit  which  has  tslccn  place 
since  the  commenccmem  of  the  war.  Each  individual  should 
D.ake  h»  subsc  ption  for  National  War  Bonds  both  readily  and 
with  regularity,  and  by  doing  so  will  help  to  bring  the  war  to  an 
earlier  concliuion,  and  also  to  keep  down  the  prices  which 
most  otherwise  continue  to  rise  if  the  war  has  to  be  financed  by 
methods   which   involve   inflation  of  credit. 

Sir  Edward  Holden  dealt  with  this  subject 
quite  in  detail  a  year  ago.  This  year  his  ad- 
dress was  largely  devoted  to  a  very  clear  and 
temperate  analysis  of  German  war  finance, 
and  an  appreciative  description  of  our  Federal 
Reserve  System. 

Considerable  discussion  has  been  occasioned 
by  the  recent  announcement  of  four  great  bank 
consolidations.  The  first  one  was  the  London 
and  Provincial  and  London  and  Southwestern 
banks  with  combined  deposits  of  nearly  $370,- 
000,000.  Following  this  was  the  fusion  of  the 
National  Provincial  and  the  Union  of  London 
and  Smith's,  with  combined  deposits  of  $870,- 
000,000,  the  London  County  and  Westminster 
and  Parr's,  with  deposits  of  practically  $1,000,- 
000,000  and  finally  the  London  County  and 
Midland  and  London  Joint  Stock,  with  deposits 
of  about  $1,375,000,000. 

It  will  be  seen  that  these  are  immense  in- 
stitutions, the  combining  banks  being  them- 
selves in  nearly  every  instance  the  result  of 
previous  combinations.  This  movement  to  con- 
solidation has  been  going  on  for  years,  and  un- 
doubtedly economic  gains  have  been  realized. 
The  banking  business  of  Great  Britain,  to  the  ex- 
tent of  80  per  cent,  or  more,  is  done  by  not  over 
twenty  institutions  with  their  branches  reach- 
ing into  all  localities.  Evidently  there  is  some 
public  concern  lest  the  movement  go  too  far, 
for  the  Chancellor  of  the  Exchequer  some 
days  ago  announced  in  the  House  of  Commons, 
in  response  to  an  inquiry,  that,  having  con- 
sulted the  President  of  the  Board  of  Trade,  he 
proposed  to  appoint  a  committee  of  bankers, 
merchants,  and  manufacturers,  to  consider  and 
report  to  what  extent  they  thought  it  desirable 
in  the  public  interest  to  interfere  in  connection 
with  recent  amalgamations  of  banks  in  this 
country.  The  Chancellor  explained  that  he 
did  not  express  an  opinion  on  the  question  of 
the  principle  involved,  but  considered  that  as 
the  matter  was  of  public  importance  an  in- 
quiry should  be  held.  He  expressed  the  hope  that 
pending  the  report  of  the  Committee  any  further 
schemes  of  amalgamation  which  might  be  in 
contemplation  would  not  be  proceeded  with. 

Parlimentary  Inquiry  on  Expenditures. 

The  Parliamentary  Committee  appointed  to 
conduct  an  inquiry  into  British  Government 
expenditures  has  submitted  a  partial  report 
and  asked  time  in  which  to  formulate  further 
recommendations.  In  the  opinion  of  the  Com- 
mittee the  cost  of  the  war  is  being  largely  in- 
creased by  the  expansion  of  bank  credits,  which 
occurs  either  by  the  direct  purchase  of  Gov- 
ernment obligations  by  the  banks,  or  by  bor- 


rowing from  the  banks  by  the  public  for  the 
same  purpose.  It  believes  that  there  should 
be  more  drastic  taxation  directed  in  such  man- 
ner as  to  affect  the  private  expenditures  of  the 
people,  avoiding  an  increase  upon  strict  neces- 
sities, but  accomplishing  restraint  in  other  di- 
rections.    The  report  says  in  part: 

Among  the  chief  causes  of  the  rise  of  prices  bad  been  the 
inflation  of  credits,  the  financing  ot  the  war  by  various  ex- 
pedients other  than  taxation  and  the  raising  of  loans  drawn 
from  the  savings  of  the  people.  The  committee  inclined  to  the 
conclusion  that  the  increase  of  paper  money  had  played  some- 
what a  subordinate  part  in  the  rise  of  prices.  In  Russia  notes 
were  printed  to  make  Government  payments;  here  they  were 
only  printed  for  issue  to  the  banks,  who  paid  for  them  in  ex- 
change by  presenting  valid  securities  or  in   other   ways. 

Among  other  interesting  features  of  this  re- 
port is  the  statement  that  the  bonus  given  to 
stabilize  the  price  of  bread  at  nine-pence  (18 
cents)  for  the  four  pound  loaf  is  at  the  rate  of 
£45,000,000  (about  $220,000,000)  per  year,  and 
the  potato  bonus  is  $25,000,000  per  year. 

The  Bond  Market. 

Bond  prices  during  the  first  week  of  Febru- 
ary reflected  the  active  advance  in  the  stock 
market  occasioned  by  the  reported  industrial 
strikes  in  Germany.  The  advance  was  sustained 
and  indicated  a  fundamental  change  in  the  public 
mind  concerning  business  conditions.  Over-the- 
counter  business  was  not  large  in  volume  but 
there  were  indications  of  a  broadening  demand 
from  private  investors  and  prices  were  well  sus- 
tained. While  the  limited  number  of  new  issues 
now  offered  are  in  short  term  form,  neverthe- 
less the  longer  term  seasoned  issues  are  now  at- 
tracting discriminating  investors.  The  municipal 
market  was  quite  active  with  a  good  inquiry  for 
round  blocks. 

The  second  week  of  the  month  developed  dull- 
ness in  railway  and  corporation  issues  with  a 
few  exceptions,  Hudson  &  Manhattan  A  5's 
advancing  three  points.  The  municipal  market 
continued  active  and  a  wider  interest  was  evi- 
denced in  the  bids  submitted  for  new  issues.  The 
outstanding  feature  of  the  week  was  the  sale  of 
$20,000,000  New  York  City  Three  Months  Reve- 
nue Bills  on  a  4.32%  basis.  They  were  bought 
for  investment  by  the  successful  bidder  and 
were  not  reoffered. 

It  has  been  interesting  to  note  during  the 
month  an  increasing  interest  by  the  larger  invest- 
ment houses  in  all  public  sales  of  municipals; 
the  bidding  has  been  more  spirited  than  for  sev- 
eral months  past  and  in  some  cases  from  eight 
to  ten  bids  have  been  received  for  the  more  at- 
tractive issues.  The  City  of  Chicago  sold  $560,- 
000  4%  .Serial  Bonds  at  94.11,  which  compares 
with  93.67  wii.ch  the  city  received  for  a  similar 
issue  of  $346,000  last  year. 

An  interest  in  Canadian  municipals  developed 
durine  the  month  and  a  Canadian  svndicate  sold 
$2,000,000  Province  of  Ontario  ten-Year  6's 
at  par,  and  $1,000,000  Province  of  New  Bruns- 
wick Ten- Year  6's  on  a  6H%  basis.  None  of 
these  bonds  were  sold  in  the  United  States. 
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Some  of  the  larger  corporation  issues  offered 
during  the  month  include: 

$1,000,000  Dallas  Power  &  Light  First  Mortgage  7%  Note*  due 

Feb.  1,  1920  @  99  and  interest,  to  yield  over  7%% 
3,000,000  Gorham    Mfg.    Co.,    Providence,    First    Mortgage    7% 

Bonds  due   Feb.    1,    19191924,    @    100  and    interest 
3,000,000  International  Cotton  Mills  7%  Notes,  due  Feb.  1,  1920 

@   98H    and  interest,  to  yield  about  7.80% 
1,300.000    Niagara    r.ockport    &    Ontario    Power    6%    Notes,    due 

Feb.  1,  1920  @  97  and  interest,  to  yield  about  7.64% 
7,500,000  Philadelphia  Electric  Co.  6%  Secured  Notes,  due  Feb. 

1,  1920   @  97%   and  interest,  to  yield  7Vt% 
2,000,000  Public    Service   of   Northern    Illinois    6%    Notes,   due 

Feb.   1,   1920   @   96%    and  interest,  to  yield  7.80%. 
1,000,000  Sinclair  Re6ning  6%  Notes,  due  July  1,  1918  to  Jan. 

1,  1921  at  a  price  to  yield  7% 
1,200,000  Toledo    Traction    Light    &    Power    Second    Lien    7% 

Bonds  due  Jan.  I,  1921   @  97  and  interest,  to  yield 

about  8%% 
1,560,900  Union   Light,  Heat  ft  Power  of  Covington,  Ky.  First 

Mortgage    Lien    6%    Notes    due    Feb.    15,    1920,    @ 

96%    and    interest,   to    yield    7%% 
7,500,000  United  Gas  Improvement  Co.  6%   Notes,  due  Feb.  1, 

1919   @  99.05  and  interest,  to  yield  7% 


1,500,000  West    Penn   Power   7%    Notes,    due   Feb.    1,   1920    O 

98.55  and  interest,  to  yield  7.80% 
1,250,000  West   Virginia   Water   &   Electric   First  Mortgage  6% 

Bonds,   due   Sept.    1,    1922,    @    96   and   interest,   to 

yield  7% 

The  larger  municipal  issues  include: 

$1,550,000  Cleveland  5%  and  4y2%  Bonds,  on 
a  4.70%  and  4.75%  basis. 

$440,000  Harrisburg,  Pa.,  School  District 
4>4%  Bonds  on  a  4.25%  basis. 

$1,945,000  Massachusetts  4^%  and  5% 
Bonds,  on  a  4.45%  basis. 

$3,000,000  Massachusetts  Eight  Months  Notes, 
on  a  4.55%  basis. 

The  average  price  of  40  standard  issues  as 
reported  by  the  Wall  Street  Journal  on  February 
26,  was  84.45,  compared  with  83.96  on  Janu- 
ary 26  and  94.21  on  February  26,  1917. 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  FEBRUARY  21,  19ia 
(In  Thousands  of  Dollars) 


HESOURCES 

Gold  coin  and  certificate* 

in  vault 

Gold  Settlement  Fund — 
Gold  with  loreiim  aaeneiea 

Total  eold  held  by  banka 
Gold  with  Federal  Reserve 

Asents 

Gold  Redemption  Fund... 

Total  erold  reaervea.. 

Leral  tender  notea.  Silver, 

etc 


Total  Reserve*... 
Bills  discounted,  Membera 
BillabouBbtinopenmark't 

Total  bill*  on  hand. . 
U.  S.  Govemm't  long-term 

seenritiea. 

U.S.  Govemm't  abort-temi 

securities. 

All  other  earning  aiaeta. . . 

Total  EarnlngAawta 
Due  fr.  other  F.  K.  Bka.  net 
Uncollected  Items. 


Total  deduction  from 

groaa  depoaita 

K  reoem  ption  f  und  acainat 

F.R.bank  notea 

All  other  resourcea 

TOTAL  RESOURCES 


T,IABrL.ITrES 

Capital  Paid  in 

Surplus 

Government  Deposits. 

Due  to  members— reaerve 

account 

Collection  Items 

One  to  other  F.  R.  Bk's  net 
Otb?r  deposits  Incld'sFor, 

Government  credits 


Total  Gross  Deposits. . . . 

F.  R.  Notes  in  actual  circu- 
lation  

P.  R.  Bank  Notea  in  circu- 
lation, net  liability 

All  other  Liabilitic  tncL 
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Total  Reserve  note*  In  ctrcnlation,  1414481. 

Difference  between  net  amount*  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  11,463 

net  deposit  and  Federal  Reserve  note  liabilities  combined  63.8)(.    Ratio  of  total  reserves  to  net  deposit 

liablliUea  combined  66.01 

BllladUcoontedand  bought:  municipal warranta,  etc.:  1—15 days 384,826;  l&-30day8  186495;  31-60  days  181,351;  61-90 days  184,778 

over  90  day*  38,473.   Total  976423. 


;   Ratio  of  gold  reserves  to 
and  Federal  Reserve  note 


DISCOUNT  RATES  UNCHANGED  FROM  A  MONTH  AGO. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"City  BanK  Service.' 


1  HE  correspondent  offices  of  The  National 
City  Company  offer  the  service  of  a  nation  wide 
organization  to  the  investors  of  the  country. 

Wc  regard  good  service  as  an  essential  factor  in 
sound  investing.  The  investor  must  secure  ade- 
quate information  based  upon  sound  and  experienced 
judgment. 

Good  service  in  the  bond  business  is  built  around 
a  group  of  specialists — experts  in  every  department 
of  finance. 

By  means  of  numerous  correspondent  ofiSccs  Tlie 
National  City  Company  brings  to  local  investors 
throughout  the  country  the  expert  knowledge, 
facilities  and  advantages  provided  by  this  nation- 
wide organization. 

You  are  invited  to  consult  either  the  New  York 
office  or  any  of  the  correspondent  offices. 

We  give  personal  attention  to  the  requirements  of  each  individual 

investor. 

Our  latest  general  Circular  offering  bonds  and  short-term  notes 

will  be  sent  upon  request  for  B-65. 

Many  Securities  Yield  Well  Above  7% 


The  National  City  Company 

National  City  Bank  Building.  New  York 


CORRESPONDENT  OFFICES 


PBIUkDtLrBIA,    Pa. 

1421  Chestnut  St. 

PimiutGH,  Pa. 

Farmers  Bank  Bldg. 

WiLsaa-BAau,  Pa, 

Miners  Bank  Bldg. 

Kahsas  City,  Mo. 

Republic  Bldg. 

DiKvta,  Colo. 

First   isatl.  Bank   Bldg. 

New  OtUAKt,  La.,  301 


Boston,  Mass, 

10  Slate  Street 

Albany,  N.  Y. 

Ten  Eyck  Bldg. 

Baltiuo»,  Mo. 

Munaey  Bldg. 

BUFFAIO,  N.  Y. 

Marine  Bank  Bldg. 

Seattlb,  Wash. 

Ilogc  Bldg. 

Baronne  St. 

Cinci.nnati,  Ohio, 


Chicago,  III. 

137  So.  La  Salle  St. 

London,  Enc. 

36,  Bishopsgate,  E.  C.  2 

Cleveland,  Ohio 

Guardian  Bldg. 

St.  Louis,  Mo. 

Bank  of  Commerce  Bldg. 

PoSTIJkND,  Obe. 

Railway  Exchange  Bldg. 
Atianta,  Ga.,  Trust 
Fourth  Natl.  Bank  Bldg. 


San   Francisco,  Cal. 

424  California  St. 

Los  Anceles,  Cal. 

Hibernian  Bldg. 

Detroit,  Mich. 

Dime  Bank  Bldg. 

Washington,  D.  C. 

741.15th  St.  N.  W. 

Minneapolis,  Minn. 

McKnight  UMg. 
Co.  of  Georgia  Bldg. 
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The  War  Situation. 

INTEREST  is  intensely  centered  at  tlie  mo- 
ment upon  the  battle  front  in  France,  where 
the  long  predicted  German  offensive  is  in 
action,  with  all  the  power  which  the  re- 
doubtable war-machine  can  muster.     With 
the  disappearance  of  Russia  as  a  combatant  and 
the  consequent  release  of  the  German  and  Aus- 
trian troops  on  that  front,  it  was  to  be  expected 
that   as  soon   as   preparations   were   completed, 
and   before   the    forces   of    the    United    States 
were   fully  in  the  field,  the  German   comman- 
ders   would   make   a    supreme   effort   to   break 
down  the  allied  lines  on  the  west.     If  they  are 
ever  to  win,   obviously   the   spring  of   1918   is 
the  time  for  them  to  do  it,  and  it  is  certain 
that  they  will  spare  no  sacrifice  in  the  attempt. 
The   method   is   the  familiar  one   in   military 
science  of  seeking  first  to  establish  artillery 
superiority  at  a  given  point,  and  following  this 
up  by  throwing  overwhelming  forces  of  infan- 
try against  the  enemy  line.     Some  degree  of 
success  in  pushing  back  the  enemy  usually  at- 
tends such  efforts.     The  attack  upon  Verdun 
made  headway  for  a  time  and  the  French  and 
English  papers  prepared  their  readers  for  the 
probable  abandonment  of  the  place,  but  the 
German  losses  were  so  heavy  that  the  move- 
ment was  at  length  abandoned.    And  so  both 
French  and  British  have  been  able  to  make 
limited  gains  by  the  policy  of  concentrating 
forces  to  obtain  superiority  at  a  given  point, 
but  the  question  of  how  much  advantage  is 
won   by   such   attacks   depends   upon   the   stra- 
tegical value  of  the  ground  and  the  cost  of  the 
movement  in  casualties.    The  German  author- 
ities have  frankly  staked  everything  on  this  ef- 
fort.   They  have  declared  that  this  is  to  be  the 
decisive  blow,  have  rallied  their  armies  by  re- 
enforcements  and  cheered  the  country  with  the 
hope  of  early  peace  as  the  result  of  victory.    If 
they  fail  to  break  through  after  doing  their  ut- 
most, and  after  enduring  the  terrible  losses  which 
they  must  suffer,  the  disappointment  will  be  bit- 
ter and  the  loss  of  morale  inevitably  great.    The 
United   States   will   become  a   constantly   more 
formidable  factor  in  the  situation,  and  the  possi- 
bility of  German  victory  will  grow  more  and 
more  remote  and  improbable. 
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Nbw  York,  April,  1918. 

Qermany's  False  Hope. 

If  the  worst  should  happen  and  the   Ger- 
man should  succeed  in  driving  a  wedge  be- 
tween the  French  and  English  armies,  and  of 
even  establishing  their  superiority  on  land  for 
a  time,  they  would  be  still  a  long  way  from  a 
position  where  they  could  dictate  a  peace  to 
suit  their  ambitions,  for  command  of  the  sea 
would   remain   with    the   United    States,    and 
Great   Britain.     There  will  be   no   peace,  no 
matter  what  occurs  on  the  continent  of  Europe, 
until  the  purposes  for  which  the  United  States 
entered  the  war  are  realized.     They  will  be 
realized,  not  alone  because  the  people  of  the 
United  States  will  stand  immovably  for  them, 
but  because  the  whole  world  outside  of  Ger- 
many and  her  three  allies  will  stand  for  them. 
Those  purposes  do  not  involve  the  subjection 
of  the  German  nation  or  its  exclusion  from 
opportunity  in  the  world  of  trade  and  indus- 
try ;  that  has  been  sufficiently  reiterated.    They 
call  for  the  vindication  of  certain  principles 
of  public  right,  which  were  violated  by  the 
ultimatum  to  Serbia,  by  the  attack  upon  Bel- 
gium and  by  the  violation  of  neutral  rights 
upon  the  high  seas.    The  world  outside  of  the 
offending  nations  is  one  in  its  judgment  upon 
these  acts,   and   the  German   military   power 
will  never  dictate  the  terms  of  peace,  though 
her  armies  should  sweep  Europe  to  the  shores 
of  every  sea.    The  United  States  can  live  with- 
out  Germany,  and  if  need  be  even  without 
Europe,  but  Germany  will  know  no  peace  or 
world-intercourse  or  prosperity   at   home   with 
the  German  name  detested  in  half  of  Europe 
and  all  the  rest  of  the  world.     She  will  have 
to  send  her  war  chiefs  to  the  rear  before  she 
finds  peace. 

Every  utterance  from  a  business  source  in 
Germany  emphasizes  the  necessity  for  a  peace 
that  will  give  her  access  to  raw  materials  for 
her  mdustries  and  markets  for  her  products. 
These  wants  will  not  be  satisfied  by  any  cam- 
paign she  can  make  in  France.  If  the  people 
of  Germany  are  cherishing  any  such  hope  they 
had  better  be  done  with  it  at  once;  they  are 
wasting  their  armies  for  a  decision  that  will 
never  come.    The  only  effect  will  be  to  deepen 
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the  resolution  of  the  United  States,  quicken  the 
recruiting  of  its  armies  and  its  shipyards,  and 
stimulate  the  concentration  of  its  energies, 
while  the  bonds  between  the  Allied  Nations 
and  all  the  peoples  of  the  Americas  and  Asia 
will  grow  stronger. 

The  Value  of  Ideals. 

There  is  nothing  in  the  situation  to  swerve 
the  people  of  the  United  States.  The  loss  of 
life  occurring  and  to  be  anticipated  is  terrible, 
but  this  war  has  become  too  grave  in  its 
significance  for  men  to  weigh  their  own  lives 
in  the  balance  against  all  for  which  they 
contend.  They  are  only  concerned  about  the 
ultimate  outcome,  and  that  the  war  shall  achieve 
permanent  results. 

The  intangible  values  which  are  the  moral 
heritage  of  the  race  arc  the  only  values  worth 
thinking  of  now.  Shall  we  pass  what  we  have 
received  of  them  down  unimpaired,  and  with 
contributions  of  our  own  ?  Destruction  of  prop- 
erty is  of  no  significance,  a  check  to  material 
progress  is  nothing,  the  erection  of  new  brick  or 
steel  buildings  can  wait — although  if  that  is  a 
consideration  this  country  was  never  making  in- 
dustrial progress  as  fast  as  at  this  time,  because 
it  is  working  under  stimulus  and  is  more  re- 
ceptive than  ever  to  new  ideas.  Ideas,  at  last, 
are  the  only  things  that  endure.  The  wealth 
inherited  from  the  pa.st  is  soon  torn  down  or 
burned  to  be  rid  of  it. 

This  is  one  of  the  great  crises  of  the  world's 
histor)-,  a  period  which  if  nobly  borne  will  stand 
out  through  all  time  for  the  enlightenment  and 
inspiration  of  mankind.  How  we  bear  ourselves 
toward  the  issues  involved,  rather  than  how 
much  money  is  spent  or  how  many  lives  it 
costs,  will  be  the  matter  of  concern  to  our 
children's  children.  What  citizen  of  Holland 
today  deplores  the  cost  of  the  glorious  strug- 
gle, covering  nearly  three  generations  of  al- 
most continuous  warfare,  which  established 
her  liberties  and  did  so  much  to  advance  the 
cause  of  Liberty  throughout  the  world?  The 
people  of  Holland  might  have  had  peace  to 
pursue  the  trade  and  industries  in  which  they 
were  so  marvelously  proficient,  if  only  they 
had  been  satisfied  not  to  contend  for  certain 
rights  and  beliefs,  but  from  generation  to 
generation  they  rejected  peace  on  those  terms. 
Aloreover,  tlicir  history  indicates  that  the 
proficiency  and  success  which  they  attained  in 
the  arts  and  trades  were  due  to  that  same  vigor 
and  independence  of  mind  which  led  them  to 
contend  for  their  liberties  against  almost  hope- 
less odds.  The  relationship  is  vital.  Without 
the  character  to  fight  for  ideals  there  is  no 
foundation  for  success  of  any  kind. 

No  More  BusliieM  as  Usual. 

There  is  no  similarity  between  the  situation 
of  little  Holland  in  her  great  struggle  and  that 
of  the   United   States   today,   as   regards   re- 


sources and  the  chances  of  victory,  but  in  that 
willingness  to  fight  for  ideals  we  believe  the 
people  of  this  country  will  not  be  found  want- 
ing. They  have  the  strength  to  make  a  cer- 
tainty of  the  outcome  when  that  strength  is 
fully  exerted.  V\'e  have  not  made  progress 
as  fast  as  we  might  or  should,  but  the  present 
situation  on  the  war-front  will  arouse  the 
country  as  nothing  else  could.  We  have  not  as 
individuals  appreciated  our  relations  to  the 
task.  The  Secretary  of  the  Treasury  announces 
that  disbursements  in  this  fiscal  year  will  fall 
far  below  what  was  expected,  because  the  war 
work  is  behind,  and  it  is  behind  because  thp 
prosperity  of  the  country  has  placed  demands 
upon  the  industries  whicli  together  with  the 
war-work  could  not  be  met.  The  lesson  is  plain. 
The  labor  supply  and  industrial  capacity  of  the 
country  must  be  devoted  far  more  effectively 
and  completely  to  the  Government's  needs. 

The  Peace  Treaties. 

The  treaty  of  peace  between  Russia  and  the 
quadruple  alliance  was  finally  agreed  to  at 
Brest-Litovskii  on  March  3,  and  subsequently 
ratified  b}'  the  Bolsheviki  assembly  at  Mos- 
cow. The  terms  are  oppressive  and  humili- 
ating to  Russia,  but  with  the  army  disbanded 
before  peace  negotiations  began,  the  road  to 
Petrograd  open,  and  the  industrial  organiza- 
tion paralyzed,  there  was  clearly  much  truth 
in  the  plea  of  the  Bolsheviki  leaders  that  they 
could  do  nothing  else  but  make  peace.  The 
plaintive  declaration  that  "the  enemy's  knees 
are  on  our  chest,"  described  the  situation  ac- 
curately. 

The  territorial  losses  of  Russia  by  the  treaty 
cannot  be  definitely  known  until  the  new 
boundary  line  on  the  west  is  established  by  a 
commission  and  a  map  is  shown,  as  the  treaty 
refers  to  a  map  agreed  upon  and  a  boundary 
delineated  thereon.  It  is  certain  that  Russia 
loses  the  provinces  of  Esthonia,  I.ivonia  and 
Courland,  bordering  on  the  Gulfs  of  Finland 
and  Riga  and  the  Baltic  Sea,  which  takes  all 
of  its  ports  having  access  to  the  Baltic  except 
Petrograd.  It  also  loses  all  of  Poland  and 
some  portion  of  the  provinces  bordering  on  Po- 
land. It  recognizes  the  independence  of  the 
new  Ukraine  Republic,  which  involves  a  loss 
of  about  25,000,000  people  and  the  important 
port  of  Odessa  on  the  Black  Sea.  Just  how 
much  territory  will  go  with  the  Ukraine  is  not 
yet  determined,  but  it  may  include  the  Crimea 
with  the  port  of  Sebastapol.  For  generations 
it  has  been  the  ambition  of  Russia  to  enlarge 
her  facilities  of  access  to  the  oceans,  but  they 
are  materially  contracted  by  this  treaty.  She 
recognizes  the  independence  of  Finland  and 
surrenders  the  Aland  Islands  in  the  Baltic,  to 
whom  is  not  clearly  slated,  but  it  is  i)romised 
that    Germany,    Russia,    Finland    and    Sweden 


will  enter  into  a  subsequent  agreement  for  their 
non-fortification. 

The  Anatolian  provinces  in  Asia  Minor  and 
districts  of  Ardolian,  Kars  and  Batum  are  re- 
linquished, and  Turkey  is  acknowledged  to 
have  a  special  interest  in  the  disposition  to  be 
made  of  them.  Batum  is  the  principal  port  for 
the  Caucasus,  including  important  oil  regions. 

No  territory  is  directly  ceded  to  Germany  or 
her  allies,  but  as  to  the  provinces  west  of  the 
new  Russian  boundary  it  is  agreed  to  "let 
Germany  and  Austria  decide  the  future  fate 
of  these  territories  in  agreement  with  their 
populations."  This  seems  to  be  a  concession 
to  the  doctrine  of  self-determination,  but  with 
Germany  instead  of  Russia  officiating  as  pa- 
tron and  protector.  What  the  Kaiser  thinks 
of  it  is  indicated  by  an  exuberant  declaration  to 
the  President  of  the  lower  house  of  the  Prus- 
sian Diet  that  "the  Germanization  of  the  Baltic 
is  now  made  secure  for  all  time."  The  landing 
of  German  soldiers  on  the  Aland  Islands  caused 
unfavorable  comments  from  Swedish  journals, 
which  said  that  no  German  help  was  required 
to  maintain  order  there. 

The  prisoners  of  war  on  both  sides  are  to  be 
sent  home,  arrangements  for  this  and  other 
adjustments  to  be  completed  by  a  joint  commis- 
sion after  the  treaty  is  ratified.  The  trade  re- 
lations are  set  forth  in  an  appendix  which  has 
not  been  published,  but  the  German  press  report 
says  the  provisions  are  analogous  to  those  of  tlie 
Ukraine  treaty.  Russia  agrees  to  carry  out  the 
complete  demobilization  of  her  army,  inclusive 
of  the  forces  newly  formed  by  the  present 
government. 

Liberal  Qerman  Comment. 

The  German  people  are  naturally  elated 
over  the  treaty,  but  there  are  some  thoughtful 
comments  which  indicate  misgivings  that  the 
terms  accorded  Russia  may  have  unpleasant  re- 
sults in  the  future.  The  editor  of  the  Berliner 
Taqeblatt,  one  of  the  liberal  journals,  in  a  lengthy 
article  upon  the  subject  ventures  to  comment  as 
follows : 

For  a  long  time  past  everybody  who  can  think 
politically  has  known  that  it  was  a  mistake  to  shut 
Serbia  off  from  the  sea.  Are  we  now  to  push  back 
the  Russian  Empire  from  Odessa  in  the  south  and 
from  all  ice-free  ports  in  the  north,  and_  to  hem  her 
in  close  up  to  Petersburg — the  Russian  Empire, 
which  still  contains  mighty  forces  and  is  always  pro- 
ducing new  forces?  Are  we  not  thus  creating  the 
danger  of  an  explosion?  Is  the  weight  of  the  future 
Russia  of  no  importance  for  world-policy?  Does  not 
the  erection  of  so  many  independent  States,  which 
are  not  united  in  a  Russian  league  but  are  to  be  pro- 
tected by  Germany,  although  their  inhabitants,  while 
quarreling  among  themselves,  will  yet  look  to 
Mother-Russia — docs  not  that  constitute  a  danger? 

The  Taqeblatt  is  not  alone  in  its  comments. 
Other  leaders  in  the  liberal  party  and  leaders  of 
the  Socialist  party  sound  the  same  warning. 


Russian  Food  Supply. 

How  much  relief  Germany  will  get  from  food 
supplies  in  Russia  is  an  important  question.  The 
best  information  to  be  had  indicates  that  no  large 
supplies  exist.  The  crop  of  spring-sown  grain 
in  1917  was  poor,  and  there  have  been  no  ac- 
ciunulations  since  the  outbreak  of  the  war.  In 
the  fall  of  1916  the  imperial  government,  in 
order  to  stimulate  production,  fixed  minimum 
prices  much  above  the  normal  level,  and  in  1917, 
the  revolutionary  government  doubled  tnem, 
which  indicates  that  only  small  supplies  have 
been  available.  The  confusion  which  prevails  as 
a  result  of  the  agitation  to  re-distribute  the  lands, 
the  fact  that  capital  is  not  available  to  finance 
the  fanners  and  that  new  supplies  of  implements 
are  not  to  be  had,  are  unfavorable  to  production. 
Eighty  per  cent,  of  the  Russian  production  is 
normally  required  at  home,  so  that  a  decline  of 
20  per  cent,  in  the  yield  leaves  nothing  for  export. 
If  German  influence  is  dominant  in  the  country 
some  kind  of  order  may  be  brought  out  of  the 
chaos,  and  Germany  get  grain,  even  though 
Russians  starve,  but  on  the  other  hand  a  policy 
of  this  kind  would  provoke  antagonism  and  per- 
haps defeat  itself.  If  Germany  was  in  position 
to  really  trade  with  Russia  and  supply  the  coun- 
try with  capital  and  the  things  which  it  needs,  it 
could  doubtless  get  much  in  return,  but  it  is  dif- 
ficult to  see  how  Germany  can  spare  anything  but 
paper  money,  of  which  the  Russians  already  have 
a  superfluity  of  their  own  make. 

Since  the  German  treaty  with  the  Ukraine  was 
signed  fighting  has  broken  out  afresh,  due  it  is 
said  to  German  insistence  upon  removing  grain 
wanted  at  home.  Northern  Russia,  with  the  great 
cities  of  Petrograd  and  Moscow,  is  never  self- 
supporting  as  to  food,  and  the  loss  of  the  Ukraine 
if  permanent  may  be  a  serious  matter  to  those 
cities,  possibly  as  affecting  both  food  supplies 
and  the  market  for  their  industries. 

Status  of  Finland. 

Finland  was  conquered  by  and  annexed  to 
Sweden  in  the  12th  century;  a  portion  of  it  was 
re-annexed  to  Russia  in  1710  by  Peter  the  Great, 
and  the  remainder  in  1909.  The  relation  to 
Russia,  however,  was  only  through  the  Czar,  as 
Grand  Duke,  and  under  the  old  constitution, 
which  guaranteed  almost  complete  autonomy. 
In  July,  1917,  the  Diet  asserted  that  the  Czar 
having  ceased  to  rule  that  body  was  supreme 
in  all  matters  in  which  the  Czar  and  Grand 
Duke  had  had  authority,  but  the  Kerensky 
Government  of  Russia  claimed  its  right  to 
succeed  to  the  Czar's  authority,  ordered  the 
dissolution  of  the  Diet  and  a  new  election. 
The  new  Diet  declared  the  independence  of 
Finland,  but  the  party  defeated  in  the  election 
claimed  that  the  Kerensky  dissolution  was  il- 
legal, and  as  a  result  a  state  of  civil  war  ex- 
ists. The  Red  Guard,  or  Socialist  party,  claims 
to  act  under  the  old  Diet  while  the  White 
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Guard  acts  under  the  authority  of  the  new 
Diet.  The  independence  of  Finland  has  been 
recognized  by  the  Scandinavian  countries, 
Spain,  France,  Switzerland,  Germany,  Aus- 
tria-Hungary, and  the  Russian  Soviet. 

Peace  Treaty  With  Rumania. 

Rumania  entered  the  war  on  the  side  of  the 
allies,  relying  upon  the  support  of  Russia,  and 
with  that  support  gone,  isolated  as  she  is,  there  is 
nothing  for  her  to  do  but  make  peace  also,  and 
negotiations  are  pending.  It  is  understood  that 
under  the  terms  imposed  the  province  of  Dob- 
rudja,  which  lies  in  a  great  bend  of  the  Danube 
river  and  between  the  river  and  the  Black  sea, 
will  be  ceded  to  Bulgaria.  This  will  carry  the 
principal  seaport  of  the  country,  Constanza,  upon 
whose  harbor  the  Rumanian  government  has  ex- 
pended immense  sums  for  breakwaters,  docks, 
warehouses  for  grain  and  reservoir  for  petro- 
V  leum.  There  is  expectation,  however,  that  com- 
pensation will  be  allowed  in  the  form  of  the 
province  of  Bessarabia,  taken  from  Russia, 
which  was  formerly  a  part  of  Rumania  and 
whose  population  is  of  the  same  race.  With  re- 
spect for  racial  ties,  Bessarabia  belongs  to  Ru- 
mania and  the  exchange  might  be  not  unwelcome 
if  it  were  not  for  the  high  value  set  on  the  port 
of  Constanza. 

Third  Liberty  Loan. 

The  announcement  of  the  amount  and  terms 
of  the  Third  Liberty  Loan  has  been  well  re- 
ceived, the  dominating  feeling  being  one  of  re- 
lief that  no  greater  amount  is  required  at  this 
time.  After  the  talk  about  raising  six,  eight 
or  ten  billions,  the  task  of  raising  three  looks 
easy. 

It  had  been  generally  supposed  that  the  rate 
would  be  4j4  per  cent.,  and  the  decision  to  make 
it  4^  meets  some  dissenting  opinion,  although 
less  than  the  announcement  that  there  will  be 
no  privilege  of  conversion  into  later  issues.  The 
"objections,  however,  come  mainly  from  the  work- 
ers who  are  thinking  of  the  buying  arguments 
which  they  will  have  to  offer  to  the  public.  There 
are  weighty  reasons  other  than  the  saving  to  the 
Treasury  for  keeping  the  rate  as  low  as  practica- 
ble, but  as  we  have  seen  the  determmmg  consider- 
ation at  last  must  be  the  rate  at  which  the  bonds 
will  probably  sell  in  the  open  market.  For  the 
purpose  of  stabilizing  them  the  secretary  pro- 
poses a  sinking  fund  of  five  per  cent,  from  which 
purchases  can  be  made  from  time  to  time,  which 
is  the  policy  followed  in  Great  Britain.  The  de- 
cision to  make  no  provision  for  future  conver- 
sions indicates  an  intention  to  make  a  stand  on 
4J4  per  cent,  as  the  rate  on  all  further  issues,  as 
the  British  government  has  taken  a  stand  on  5 
per  cent.  This  position  can  be  supported  on  the 
ground  that  even  if  it  is  found  advisable  to  raise 
the  rate  on  future  loans,  everybody  will  have  an 


equal  chance  to  share  in  them,  and  that  it  is  not 
necessary  to  raise  the  rate  on  all  past  issues ;  or, 
Congress  in  its  discretion  may  hereafter  provide 
for  the  conversion  of  past  issues  upon  terms 
which  require  the  investment  of  new  money.  The 
new  issue  is  simply  without  promises  of  this  kind. 

Light  on  the  Financial  Problem. 

The  most  notable  thing  about  the  announce- 
ment is  that  it  clears  up  much  of  the  misappre- 
hension which  has  existed  about  the  task  of  fi- 
nancing the  war.  The  estimates  footing  up  ap- 
proximately $19,000,000,000  represented  what 
the  Government  planned  to  spend  in  the  year  end- 
ing June  30  next,  and  those  figures  have  been 
painted  on  the  sky  as  the  sum  of  money  which 
must  be  raised  within  that  time.  Nobody  could 
see  how  it  might  possibly  be  done,  but  in  these 
days  there  is  no  alternative  but  to  do  what  must 
be  done.  The  only  consolation  we  have  been  able 
to  find  was  in  the  theory,  often  affirmed  in  these 
columns,  that  we  would  surely  be  able  to  pay  our- 
selves for  any  amount  of  work  we  were  able  to 
do.  In  other  words,  the  real  problem  was  not  in 
providing  the  means  of  payment,  but  in  getting 
the  work  done.  The  figures  for  expenditures 
from  month  to  month  have  indicated  that  no- 
where near  $19,000,000,000  would  be  disbursed 
in  the  year,  but  nobody  outside  of  official  circles 
and  probably  nobody  in  those  circles,  was  in  po- 
sition to  know  definitely  what  might  be  done  in 
the  latter  part  of  the  year.  At  last,  however,  the 
situation  is  sufficiently  clear  for  the  Secretary  of 
the  Treasury  to  know  that  a  $3,000,000,000  loan 
in  addition  to  his  other  resources  will  carry  him 
through.  The  total  disbursements  from  July  1 
to  March  25  were  $8,220,658,030,  and  at  the 
present  rate  will  not  exceed  $12,000,000,000  for 
the  year. 

This  outcome  makes  the  whole  situation  more 
comprehensible.  We  are  down  now,  out  of  the 
clouds,  and  have  our  feet  on  the  earth.  Such  an 
amount  of  money  as  was  named  for  expenditure 
this  year  could  not  possibly  be  expended  in  one 
year  without  either  a  great  contraction  of  private 
expenditures  or  a  great  increase  in  productive 
efficiency,  and  to  whatever  extent  these  condi- 
tions may  become  effective  in  the  future  they 
will  themselves  provide  the  additional  means  re- 
quired. 

In  short,  the  war  problem  is  first  an  industrial 
problem.  The  financial  ability  required  is  de- 
pendent upon  and  corresponds  to  the  industrial 
capacity.  If  we  will  develop  and  properly  con- 
serve the  latter,  there  will  be  no  trouble  about  the 
former.  This  demonstartion  lights  up  the  whole 
problem  of  financing  the  war.  It  establishes  con- 
fidence. There  is  no  need  for  alarm  on  the  sub- 
ject of  raising  money;  no  occasion  for  doubtful 
experiments.  All  that  is  required  is  that  the 
country  shall  not  expect  or  attempt  to  use  the 
same  labor  and  capital  twice  at  the  same  time  for 
different  purposes.    What  it  wishes  to  give  to  the 


Government's   service   it   must   not   try   to   use 
privately. 

The  theory  that  -we  must  resort  deliberately 
and  designedly  to  inflation  has  not  a  leg  to 
stand  on.  The  only  sense  in  which  inflation 
can  be  said  to  be  unavoidable  is  in  the  sense 
that  so  many  people  are  ignorant  of  the  princi- 
ples of  sound  finance  and  mistaken  as  to  the 
policies  which  individuals  should  pursue  in 
order  to  assist  the  Government,  that  a  con- 
siderable lack  of  effective  cooperation  is  to  be 
expected. 

Loan  Should  Be  Over- Subscribed. 

In  the  matter  of  organization,  the  prepara- 
tions for  this  loan  will  be  much  more  thorough 
than  for  either  of  the  preceding  ones.  The 
local  committees  know  their  ground  and  the 
methods  of  presentation  have  been  developed. 
Where  so  great  an  effort  is  required  to  enable 
each  community  to  accomplish  its  quota,  the 
moral  pressure  upon  individuals  to  do  their 
fair  part  becomes  very  great.  The  primitive 
responsibility  of  the  clan  and  the  family  for 
the  individual,  and  the  corresponding  authority 
over  the  individual  is  in  some  degree  revived. 
Proposals  have  been  offered  for  enactments  to 
provide  conscription  for  loans,  based  upon 
property  holdings,  but  there  are  evident  difli- 
culties  about  an  effort  to  apply  any  fixed  rule 
of  compulsion.  Indebtedness  is  common,  and 
two  persons  whose  property  holdings  were  of 
the  same  nominal  value  might  differ  greatly  in 
their  ability  to  subscribe  or  pay  round  sum* of 
money.  Therefore  any  system  of  exerting 
pressure  must  needs  have  a  large  degree  of 
elasticity  in  its  application,  and  according  to 
reports  this  is  true  of  some  impromptu  methods 
adopted  in  the  west.  The  local  committee  re- 
views the  subscriptions  and  when  they  fall  be- 
low expectations  the  parties  are  brought  before 
the  committee  and  asked  for  an  explanation. 
The  whole  situation  as  it  exists  in  that  locality 
is  laid  before  him,  he  is  told  what  is  expected 
of  his  neighbors  and  himself  in  order  that  the 
community  may  make  its  proper  showing,  and 
it  is  said  that  rarely  does  the  conference  fail 
of  satisfactory  results. 

The  canvass  falls  at  a  time  when  the  situa- 
tion on  the  battle-front  in  France  is  of  the 
gravest  nature.  The  French  and  English  armies 
with  the  help  of  our  own  small  but  devoted 
force  must  hold  the  line  against  the  stupendous 
efforts  of  the  enemy  until  more  men  and  equip- 
ment can  be  sent  to  their  support.  This  loan 
coming  at  the  very  moment  of  supreme  effort 
and  anxiety  should  carry  a  message  that  will 
show  the  spirit  and  will  of  the  American  people 
to  prosecute  the  war  to  victor}'.  Generations 
hence  when  historians  study  the  record  to  know 
how  the  country  met  the  emergency,  this  loan 
will  be  one  of  the  telling  features. 

The  loan  should  be  over-subscribed  to  at 
least  $5,000,000,000.  It  is  desirable  that  there 
shall  not  be  another  large  loan  Defore  the  fall 


months,  and  by  the  time  this  one  is  closed  it  will 
be  fully  covered  by  Treasury  certificates  out- 
standing, sold  in  anticipation. 

The  Secretary  has  reserved  the  right  to  ac- 
cept all  over-subscriptions  in  full,  and  is  asking 
Congress  to  raise  the  limit  upon  Treasury  cer- 
tificates outstanding  to  $8,000,000,000. 

Interest  Upon  Bank  Deposits. 

The  agitation  over  interest  rates  on  de- 
posits has  been  settled  for  New  York  City  by 
action  of  the  Clearing  House  adopting  the 
sliding  scale  for  correspondent  bank  balances, 
which  were  the  principal  feature  of  the  con- 
troversy. The  amendment  to  the  by-laws 
divides  deposits  into  three  classes  as  follows: 
First  class,  commercial  bank  balances;  second 
class,  deposits  of  business  concerns,  corpora- 
tions and  individuals  and  balances  due  savings 
institutions;  third  class,  all  time  deposits. 
Maximum  rates  of  interest  are  named  for  each 
class,  the  banks  having  the  privilege  in  all 
cases  of  restricting  tlieir  payments  to  lower 
rates.  For  the  third  class  the  maximum  rate 
is  314  per  cent,  and  for  the  second  class  3  per 
cent.  For  deposits  of  the  first  class  the  maxi- 
mum is  fixed  in  relation  to  the  discount  rate 
of  the  Federal  Reserve  Bank  of  New  York 
upon  90-day  paper,  as  follows: 
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The  question  of  rate  on  correspondent  bank 
balances  has  been  under  discussion  a  long 
time,  it  being  generally  held  that  the  flat  rate 
was  unscientific.  It  tended  to  pile  up  funds 
here  unduly  in  dull  times  without  offering  any 
inducement  to  hold  them  when  conditions 
would  justify  a  somewhat  higher  rate,  and 
this  tended  to  exaggerate  the  natural  fluctua- 
tions in  supply,  and  produce  greater  insta- 
bility. In  London,  the  greatest  of  all  centers 
for  outside  money,  the  rates  upon  deposit  have 
long  been  based  upon  the  Bank  of  England 
discount  rate,  and  upon  the  continent  the  same 
policy  of  sliding  scale  has  been  generally 
followed.  Unquestionably  it  is  based  upon 
the  proper  principles,  and  competitive  condi- 
tions alone  have  prevented  its  adoption  here 
before  now.  This  new  system  goes  into  effect 
at  a  time  when  money  is  worth  more  than  the 
average  rate  under  normal  conditions,  with 
the  result  that  the  first  change  under  it  is  an 
advance  from  2  to  2%  per  cent,  on  bank  bal- 
ances where  the  maximum  rate  is  put  in  force, 
and  this  is  doubtless  favorable  to  its  inaugura- 
tion with  the  minimum  of  friction. 


The  Bond  Market 

The  opening  of  the  month  witnessed  a  gen- 
eral decline  in  bond  prices  as  peace  nunors  gave 
way  to  the  prospect  for  a  protracted  war. 
The  only  exception  to  the  decline  and  in- 
activity was  industrials,  which  in  some  cases 
reached  their  highest  prices  of  the  year.  During 
the  latter  part  of  the  month  the  bond  trans- 
actions were  confined  largely  to  Liberty  issues 
to  the  exclusion  of  practically  all  other  se- 
curities. On  the  announcement  that  the  rate 
of  the  next  Liberty  Loan  would  be  4^%  and 
the  amount  $3,000,000,000,  record  bond  trans- 
actions resulted  on  the  Stock  Exchange,  the 
total  amount  of  Liberty  Bonds  traded  in  one 
day  being  $26,225,000  with  prices  on  the  Sj/jS 
advancing  to  99  and  on  the  2d  48  to  97.98. 
After  this  announcement  there  was  a  more 
active  interest  in  general  securities,  Burlington 
Joint  4s  proving  one  of  the  popular  railroad 
purchases. 

During  the  month  there  were  limited  offer- 
ings of  new  public  utility  and  industrial  issues 
by  bond  distributing  organizations,  and  over- 
the-counter  business  was  fairly  active;  trans- 
actions, however,  were  largely  with  private  in- 
vestors and  in  small  amounts,  showing  a  very 
wide  distribution,  which  resulted  in  firm  prices 
and  in  some  cases  an  advance  over  the  issuance 
figures.  This  was  particularly  true  of  the 
$25,000,000  Procter  &  Gamble  7%  Notes,  which 
showed  advances  of  from  J/2%  on  the  1919 
maturity  to  2%%  on  the  1923  maturity.  The 
following  were  the  most  prominent  offerings: 

$1,430,000  American  Gas  &  Electric  6%  Notes,  due 
March  1,  1921,  @  95J4  and  interest,  to  yield  about  7yi%. 

$2,225,000  Cincinnati  Gas  &  Electric  6%  Notes,  due 
March  15,  1920,  @  97^  and  interest,  to  yield  about 
725%. 

$1,800,000  Cusack  Co.  (Advertising  Signs)  6%  Bonds, 
due  February  1,  1919-28,  (g)  100  and  interest,  yielding 
f>%. 

$1,750,000  Dayton  Power  &  Light  7%  Bonds,  due 
March  1,  1920,  @  99  and  interest,  to  yield  over  7Vi%. 

$1,250,000  Detroit  City  Gas  Co.  5%  Bonds,  due  July 
1,  1923,  @  9454  and  interest,  to  yield  6^%. 

$4,500,000  Detroit  United  Railways  77o  Notes,  due 
April  1,  1923,  @  97  and  interest,  to  yield  7yi%. 

$1,600,000  Louisville  Gas  &  Electric  Co.  795.  Notes 
due  September  1,  1920,  (g  97fi  and  interest,  to  yield 
8%. 

$4,000,000  Montana  Power  Co.  S%  Bonds,  due  July 
1,  1943.  @  89  and  interest,  to  yield  5.807o. 

$1,000,000  Northern  States  Power  5%  Bonds,  due 
1942.  (g  87  and  interest,  to  yield  6%. 

$1,500,000  Pittsburg  &  Shawmut  6%  Notes,  due  March 
1,  1920.  @  98!^  and  interest,  to  yield  7%. 

$25,000,000  Proctor  &  Gamble  7%  Notes,  due  March 
1,  1919-1923,  at  prices  to  yield  7J4%  to  7J4%. 

Municipals  were  inactive  during  the  month, 
due  to  the  limited  number  of  new  offerings. 
The  first  week  showed  a  tendency  to  firmer 
prices,  which  eased  off  until  the  Liberty  Loan 
announcement,  when  prices  again  strength- 
ened.   The  principal  offerings  were: 


$1,000,000  Cincinnati,  Ohio,  20-year  5%  Bonds  on  a 
4.75%  basis. 

$1,000,000  State  of  South  Dakota  Rural  Credit  4}^% 
Bonds,  Optional  1923.  due  1938.  at  100  and  interest. 

$20,000,000  New  York  City  Three  Months  Notes,  on  a 
4.70%  basis. 

$900,000  Bridgeport,  Conn.,  5%  Bonds,  on  a  4.70% 
basis. 

$500,000  Woonsocket,  R.  I,  IS-year  average  5%  Bonds, 
on  a  4.90%  basis. 

$3,500,000  State  of  Louisiana  Port  Commission  S% 
Bonds.  29-year  average,  at  100  and  interest. 

$1,800,000  New  York  State  4%  Bonds,  due  1967,  at  93 
and  interest. 

The  average  price  of  40  standard  issues  as 
reported  by  the  Wall  Street  Journal  on  March 
28,  was  83.25,  compared  with  84.37  on  Feb- 
ruary 28,  and  94.21  on  March  28,  1917. 

General  Business  Conditions. 

General  trade  is  showing  the  stimulus  of 
spring,  and  there  is  a  great  sense  of  relief  over 
tlie  passing  of  the  most  severe  winter  the  coun- 
try has  known  in  many  years.  The  railways  are 
reducing  the  congestion,  and  moving  a  volume 
of  freight  much  above  normal,  but  there  is  still 
much  complaint  of  car  shortage,  which  is  the 
form  any  lack  of  facilities  finally  takes  to  the 
shipper.  The  chief  wants  of  the  railways  are 
for  locomotives  and  enlarged  terminals.  The 
Interstate  Commerce  Commission  has  rendered 
a  decision  upon  the  application  of  the  Eastern 
roads  for  a  15  per  cent,  increase  of  freight  rates, 
granting  it.  This  is  the  case  which  came  up  in 
June  last  year,  and  was  decided  adversely,  but 
with  permission  to  the  roads  to  revive  it  later  if 
conditions  continued  to  grow  unfavorable. 
The  administration  railway  bill  has  become  a  law 
practically  as  introduced,  basing  compensation 
for  the  roads  while  under  Government  manage- 
ment upon  the  average  earnings  of  the  three 
years  ended  June  30,  1917,  the  roads  to  revert 
to  the  owners  twenty-one  months  after  the  end 
of  the  war.  The  act  provides  a  working  fund  of 
$500,000,000  for  financing  the  companies  need- 
ing help,  and  the  first  practical  fruits  of  this  are 
seen  in  an  agreement  upon  the  part  of  Director- 
General  McAdoo  to  supply  $43,000,000  to  the 
New  York,  New  Haven  &  Hartford  road  to  meet 
notes  tnaturing  April  15,  at  6  per  cent,  interest. 
Unquestionably  the  railway  situation  has  been 
stabilized  by  the  act,  to  the  great  advantage  of 
both  owners  and  public 

Industrial  operations  are  again  in  full  swing 
with  the  shipbuilding  companies  absorbing  labor 
on  a  large  scale.  The  steel  companies  have  made 
another  15  per  cent,  advance  in  the  wages  of 
common  labor,  making  a  total  of  over  80  per 
cent,  since  the  beginning  of  the  war.  Building 
operations  are  light  except  in  connection  with 
the  war  industries,  but  retail  trade  is  on  a  great 
scale,  with  a  general  report  that  high  prices  are 
having  but  slight  effect  upon  the  consumption  of 
goods  and  that  the  best  class  of  goods  are  most 
wanted.  The  textile  mills  are  running  to  capac- 


ity  and  the  urgent  demand  for  their  products 
maintain  prices  at  a  handsome  margin  over 
even  the  present  high  price  of  raw  cotton. 

Money  is  in  strong  demand  and  on  practically 
a  6  per  cent,  basis  in  all  the  important  financial 
centers  of  the  country.  Loans  and  discounts 
have  remained  about  on  a  level  for  the  past  three 
months,  except  for  the  increased  holdings  of 
Treasury  Certificates.  The  reports  of  member 
banks  in  principal  cities  show,  on  March  15, 
total  loans  secured  by  Government  obligations, 
$302,705,000. 

Sentiment  in  all  circles  is  buoyant  and  confi- 
dent as  to  the  outlook  for  business  during  the 
year. 

Crops  and  Markets. 

The  last  quarter  of  the  crop  year,  the  crucial 
period  when  supplies  are  short,  is  here.  The 
bottom  of  the  wheat  bins  will  have  to  be  swept 
to  eke  out  enough  until  harvest  arrives,  if  wc 
are  to  make  the  shipments  which  are  needed 
in  Europe.  Bradstrcet's  reported  the  stocks 
of  wheat  on  March  16  at  11,496,000  bushels  in 
the  principal  markets  of  this  country  east  of 
the  Rocky  Mountains,  against  48,393,000  on  the 
corresponding  date  last  year,  and  31,217,000 
in  Canada,  against  135,605,000  last  year.  The 
Department  of  Agriculture  reported  the  hold- 
ings of  country  mills  and  elevators  on  March 
1st  at  68,970,000  bushels,  which  was  about  20,- 
000,000  less  than  last  year.  It  estimated  the 
stock  on  farms  at  111,270,000  bushels.  Allow- 
■  ing  60.000,000  bushels  for  seed,  about  120,006,- 
000  would  remain  for  export  and  consumption. 
The  Food  Administrator  asks  that  consump- 
tion be  cut  to  one-half  the  normal  rate  for  the 
remainder  of  the  crop  year,  in  order  to  fill  the 
pressing  needs  of  the  allied  countries.  There 
should  be  cheerful  compliance.  The  country 
has  an  abundance  of  other  food,  and  this  is  one 
of  the  lightest  sacrifices  the  war  will  ask  of 
us,  although  nothing  is  more  important. 

The  outlook  is  good  for  a  normal  spring 
season  upon  the  farms.  Already  seeding  has 
begun,  and  the  soil  is  generally  in  good  con- 
dition. Reports  from  the  winter  wheat  crop 
are  encouraging.  Thanks  to  the  good  snow 
covering  it  went  through  the  severe  winter 
with  less  injury  than  usual,  and  the  snow  melt- 
ing together  with  moderate  rains  have  given 
it  a  fair  amount  of  moisture  to  start  the  spring 
growth.  The  acreage  is  the  largest  ever 
seeded.  The  agitation  in  favor  of  raising  the 
Government  price  has  resulted  in  action  by  the 
United  States  Senate  to  make  it  $2.50  per 
bushel.  Much  can  be  said  in  favor  of  a  higher 
price,  or  of  the  natural  price,  for  the  im- 
portant thing  is  to  have  a  large  crop  grown, 
but  it  is  unfortunate  to  have  confusion  and 
uncertainty  over  the  Government's  policy.  The 
agitation  tends  to  delay  the  marketing  of  wheat 
in  farmers'  hands,  just  now  an  urgent  matter. 


This  is  one  of  the  inevitable  incidents  of  Gov- 
ernment price-fixing  however  wisely  conducted. 
Reports  are  generally  favorable  for  a  full  acre- 
age of  spring  wheat. 

The  corn  crop  of  last  year  turned  out  a  great 
disappointment.  The  yield  was  nominally 
large,  but  the  crop  had  a  late  start  and  unfav- 
orable weather  for  maturing,  with  the  result 
that  the  percentage  of  moisture  was  too  high 
for  good  keeping  in  crib  or  store.  Some  of  it 
was  artificially  dried  at  the  terminal  points, 
but  the  capacity  of  the  drying  plants  was  small 
in  comparison  to  the  amount  of  soft  corn,  and 
railway  cars  could  not  be  had  to  move  the  corn. 
Much  of  it  was  fed  to  stock,  but  the  loss  by 
spoilage  has  been  large.  Competent  observers 
have  estimated  that  in  the  leading  corn  states 
50  to  60  per  cent  of  the  crop  would  not  keep 
into  warm  weather.  The  Illinois  Grain  Dealers' 
Association  early  in  March  estimated  that  65 
per  cent  of  the  com  crop  of  that  State  was 
still  in  farmers'  hands. 

The  oats  crop  was  large,  of  fine  quality,  and 
there  are  large  reserves  on  hand.  Millers  have 
rapidly  adapted  their  equipment  to  the  coarse 
grains,  so  that  the  capacity  for  producing  flour 
from  all  of  them,  and  mixtures  of  many  kinds, 
is  now  large,  and  the  consumption  of  such  flours 
another  year  will  be  much  greater  tlian  in  the 
past. 

Live  Stock  Interests. 

Cattle  and  sheep-feeders  have  not  made  much 
money  in  the  last  year,  and  many  have  lost 
heavily,  the  high  price  of  feed  having  made  the 
added  weight  cost  more  than  it  came  to.  The 
meatless  days  are  blamed  for  this  result,  as  it 
is  said  they  get  the  public  out  of  the  habit  of 
meat-eating. 

Receipts  of  cattle  and  sheep  at  leading  mar- 
kets have  been  running  below  last  year,  but  nogs 
are  ahead.  The  supply  of  hogs  in  the  country 
is  good,  and  the  quality  never  better.  The  top 
price  at  Chicago  is  around  $18  per  hundred 
weight,  top  on  cattle  about  $14.50,  sheep  $14.50, 
lambs,  $18.90.  The  drought  which  prevailed 
throughout  1917  over  more  than  one-half  of  the 
state  of  Texas  continues  and  has  inflicted  enorm- 
ous losses  upon  the  live  stock  and  farming  m- 
terests.  The  Secretary  of  the  Treasury  will  de- 
posit $5,000,000  in  the  banks  of  the  aflFected 
district  to  aid  them  in  granting  credit  where 
it  will  be  helpful.  Latest  advices  tell  of  rain  in 
Kansas,  OklaJioma  and  sections  of  Texas. 

Cotton  Situation. 

Advices  upon  the  cotton  outlook  say  that 
with  the  exception  of  Oklahoma  and  Texas 
weather  and  soil  conditions  are  excellent  for 
planting.  The  Watkins  Bureau  estimates  that 
the  acreage  will  be  about  35,465,000  acres  com- 
pared with  34,600,000  acres  planted  and  33,- 


634,000  acres  harvested  last  year.  On  account 
of  dry  wcatlicr  and  a  cold  winter  the  boll 
weevil  is  expected  to  do  less  damage  than 
usual.  Counting  upon  weather  conditions 
being  as  good  as  the  average  for  the  last  ten 
years  the  VVatkins  estimate  is  for  a  crop  of 
13,100,000  bales  of  lint,  plus  1,572,000  bales  of 
linters,  or  a  total  yield  of  14,672,000  bales. 
The  Government's  final  report  on  the  1917 
crop  was  11,231,263  bales  without  linters, 
which  are  estimated  by  Watkins  at  1,347,751 
bales.  The  carry-over  on  August  1st,  1917,  is 
estimated  by  the  same  authority  at  3,173,832 
bales,  making  a  total  supply  for  the  current  year 
of  15,752,846  bales.  This  country's  consumption, 
if  estimated  the  same  as  last  year,  will  be 
7,658,207  bales;  exports,  counting  remainder 
of  this  year  same  as  last,  4,681,799  bales; 
total  demand  12,340,000  bales,  which  would 
leave  a  carry-over  August  1,  1918,  slightly 
larger  than  last  year. 

"The  Watkins  calculation  shows  a  rapid  de- 
cline in  the  foreign  consumption  of  American 
cotton  in  the  last  three  years.  Its  figures  for 
the  season  1914-15  are  7,825,000  bales;  for 
1915-16,  7,534,000  bales;  for  1916-17,  6,388,000 
bales;  for  the  first  six  months  of  the  present 
season,  2,330,000  bales  compared  with  3,180,000 
for  the  corresponding  period  last  year,  indicat- 
ing a  total  for  this  season  of  only  about  4,727,- 
120  bales.  At  this  rate  the  world  must  be 
wearing  out  its  supply  of  cotton  goods  at  a 
rapid  rate.  The  decline  is  undoubtedly  due  to 
shortage  of  ocean  tonnage. 

The  price  of  cotton  for  May  delivery  is  close 
to  33  cents  per  pound. 

Farm  Labor  and  Machinery. 

A  serious  shortage  of  labor  exists  in  all 
localities  contiguous  to  the  industrial  towns, 
even  as  compared  with  a  year  ago,  and  is 
being  made  up  as  far  as  practicable  by  pur- 
chases of  machinery.  These  are  large,  and  par- 
ticularly of  tractors  of  the  handy  sizes.  The 
tractor  industry  was  ready  for  great  expan- 
sion. It  has  given  a  striking  example  of  the 
community  use  of  private  capital — of  the  readi- 
ness with  which  capital  in  recent  years,  since 
it  has  become  comparatively  abundant,  pours 
into  a  new  industry  and  develops  it  to  the  ad- 
vantage of  the  public.  Millions  upon  millions, 
representing  for  the  most  part  profits  accumu- 
lated in  making  farm  implements  and  auto- 
mobiles, have  been  spent  in  making  the  farm 
tractor  what  it  is  to-day.  Many  of  those  mill- 
ions will  never  be  recovered  by  the  individuals 
who  expended  them,  but  the  tractor  has  been 
developed  from  the  experimental  and  novelty 
stage  to  be  a  practical  utility  on  the  farm  of 
average  size  and  an  important  factor  in  feed- 
ing the  world.  Thousands  of  them  are  being 
sent  to  England  and  France  and  Henry  Ford 
is  building  a  great  factory  at  Cork,  Ireland,  to 
turn  them  out  by  the  tens  of  thousands. 


There  are  perhaps  200  makes  of  tractors 
now  on  the  market,  most  of  them  with  some 
feature  peculiar  to  it,  which  illustrates  the  free 
play  of  individual  initiative  in  industry.  Thou- 
sands of  minds  have  been  working  on  the 
problem  under  the  incentive  of  the  compensa- 
tion which  was  expected  to  reward  success. 

The  amount  of  energy  which  has  been  ex- 
pended in  introducing  the  implement  is  enor- 
mous. Tractor  tournaments  bring  together 
scores  of  competing  machines  and  attract 
thousands  of  spectators.  Arrangements  for 
giving  instruction  in  handling  the  machine 
are  made  on  a  large  scale.  One  company 
plans  this  year  to  conduct  500  short  term 
itinerary  schools.  One  school  permanently 
located  at  a  Kansas  City  had  an  attendnce  of 
8,000  last  year,  and  devoted  a  ten-story  build- 
ing exclusively  to  training  men  in  handling 
tractors,  trucks  and  automobiles.  The  gen- 
eral use  of  automobiles  on  farms  is  a  great  aid 
in  introducing  the  tractor. 

The  Northwestern  National  Bank  Review, 
of  Minneapolis,  a  city  which  aspires  to  the 
title  of  the  Tractor  City,  predicts  that  the  ma- 
chines will  be  rapidly  standardized  so  that 
many  of  the  minor  parts  will  be  interchange- 
able, and  that  the  types  will  be  reduced  to 
comparatively  few.  Production  will  then  be 
in  quantity  comparable  to  the  automobile  out- 
put, but  this  multiplicity  of  designs  in  the 
development  stage  represents  the  evolution 
not  only  of  this  but  of  every  utility.  Out 
of  them  all,  from  the  labor  and  fruitage  of 
thousands  of  minds  the  best  features  are  gath- 
ered together  for  the  final  product.  The  fail- 
ures are  eliminated,  much  labor  and  money 
comes  to  naught,  and  unusual  rewards  are 
gained  by  comparatively  few.  The  conse- 
quence of  chief  significance  is  that  a  new 
social  utility  is  created,  which  will  improve 
living  conditions  for  the  whole  population. 

The  Northwestern  Bank  Review  says  that 
instead  of  being  sold  under  the  methods  which 
were  long  characteristic  of  farm  machinery,  on 
long  time  credit,  the  tractors  are  usually  mar- 
keted like  automobiles,  on  comparativey  short 
credit. 

County  Organization. 

County  organization  for  the  promotion  of 
agriculture  is  extending  rapidly.  The  State  of 
Iowa  reports  one  or  more  county  field  agents 
in  every  county  of  that  State,  backed  up  by  a 
county  society  which  proposes  to  see  what  can 
be  done  by  concerted  effort  to  increase  crop 
yields,  better  the  grade  of  stock,  raise  the  aver- 
age production  of  milk  per  cow,  and  improve 
the  efficiency  and  quality  of  the  citizenship. 
The  idea  is  just  beginning  to  work  that  this 
kind  of  enterprise  is  not  to  be  regarded  simply 
in  the  light  of  philanthropy  or  patriotism,  but 
as  a  very  practical  policy  for  the  entire  busi- 
ness community  to  promote.    It  brings  money 


into  the  neighborhood  and  puts  it  into  circula- 
tion. It  makes  trade  good,  doubles  up  bank 
deposits,  builds  new  churches  and  good  roads 
and  makes  the  community  a  better  place  in 
which  to  live.  The  world  of  agriculture  is 
teeming  with  new  and  fruitful  ideas,  and  they 
should  be  given  a  chance  to  circulate.  There 
is  no  class  of  business  men  better  qualified  to 
lead  off  in  an  undertaking  of  this  kind  than  the 
bankers,  and  no  class  profits  more  by  the  move- 
ment when  it  gets  under  way. 

There  is  agitation  in  some  states  to  encourage 
local  bankers  to  use  the  Federal  Reserve  Banks 
more  freely  for  rediscounting  agricultural  paper. 
It  is  thought  that  country  bankers  have  not  all 
fully  appreciated  the  facilities  which  the  reserve 
banks  are  ready  to  grant  in  handling  such  paper, 
and  that  much  more  assistance  in  farming  opera- 
tions can  be  had  than  is  commonly  believed. 

Oarden  Production. 

A  splendid  start  was  made  last  year  at  popu- 
larizing the  garden  movement.  Tens  of  thou- 
sands of  new  gardens  were  cultivated  and  the 
vegetable  production  thus  stimulated  has  been 
an  important  factor  in  the  food  supply  during 
the  past  year.  Nor  was  the  gain  confined  to 
food  production;  thousands  of  boys  and  girls 
were  taught  a  useful  lesson,  and  thousands  of 
men  and  women  how  a  little  healthful  recrea- 
tion could  be  made  to  yield  a  good  money  re- 
turn. One  of  the  most  successful  features  of 
the  movement  were  the  community  gardens 
planned  by  industrial  companies  for  their  em- 
ployes, or  by  town  or  school  committees, 
where  competent  supervision  was  provided. 

So  long  as  the  war  lasts  the  food  situation 
will  refnain  critical.  There  will  be  world 
scarcity,  the  risk  of  shortage  will  be  great, 
prices  will  be  high,  railway  transportation 
will  be  uncertain,  and  every  community  should 
do  what  it  can  to  provide  its  own  supplies. 
Every  family  should  do  what  it  can  to  provide 
its  own  supply,  not  only  of  fresh  vegetables 
and  fruits  but  of  canned  goods  for  winter  use. 
It  is  not  only  wise  policy  but  a  public  duty, 
and  one  of  the  ways  by  which  the  individual 
can  help  in  winning  the  war. 

TTie  National  Emergency  Food  Gardens 
Commission,  of  Washington,  D.  C,  is  at  the 
head  of  the  garden  movement.  Any  bank  wish- 
ing to  stimulate  the  garden  movement  by  the 
circulation  of  tracts  or  by  organized  effort 
should  write  to  the  Commission  for  advice. 

War  Savings. 

For  the  first  27  days  of  March  the  sales  of 
War  Savings  and  Thrift  Stamps  amounted  to 
$48,166,557.96,  an  average  of  $1,783,946.59  per 
day.  At  this  rate  they  would  have  paid  all  the 
expenses  of  the  Civil  War.  The  total  sales  to 
March  27  were  $124,110,975.65. 


Silver  Situation. 

It  is  again  reported  from  Washington  that  the 
proposal  to  release  a  large  sum  of  silver  dollars, 
$200,000,000  is  mentioned,  from  the  silver  certi- 
ficate reserve  of  the  Treasury,  by  substituting 
Federal  reserve  notes  for  certificates  in  circula- 
tion will  be  carried  through.  A  truce  is  said  to 
have  been  arranged  between  the  factions  which 
have  heretofore  rushed  to  arms  whenever  silver 
dollar  coinage  was  mentioned,  by  which  no  ob- 
jection will  be  raised  to  the  melting  of  these  dol- 
lars upon  condition  that  they  will  be  replaced  la- 
ter and  that  steps  are.  taken  to  stabilize  the  price 
to  producers  around  $1.00  per  ounce  for  a  term 
of  years.  The  silver  is  wanted  partly  for  our 
own  coinage,  partly  to  settle  our  trade  bal- 
ances, and  partly  to  relieve  the  general  trade 
situation  with  India.  The  latter  country  is  selling 
its  wheat,  cotton,  burlap  and  other  products  at 
prices  so  high  that  it  has  very  large  balances  com- 
ing to  it,  which  must  be  settled  either  in  gold  or 
silver.  One  dollar  per  ounce  for  silver  is  above 
the  India  coinage  rate,  but  exchange  rates  are  all 
abnormal,  and  nobody  pays  much  attention  to 
them  when  goods  are  wanted  as  they  are  now. 
It  is  a  curious  situation  when  a  coin  is  rated 
higher  for  the  bullion  it  contains  than  for  its 
legal  tender  value,  but  that  is  the  case  with  the 
rupee. 

Gold  Mining  Costs. 

The  higher  costs  of  cyanide,  labor  and  other 
mining  costs  is  affecting  gold-mining  rather  more 
unfavorably  than  any  other  industry  because  the 
gold  producer  is  unable  to  raise  even  slightly  the 
price  of  his  product.  The  humble  producer  of 
silver,  and  of  the  baser  metals,  has  the  advan- 
tage of  him  there.  The  larger  part  of  the  gold 
production  of  the  world  is  from  low  grade  ores, 
which  are  treated  successfully  on  a  large  scale 
and  a  small  margin  of  profit.  Not  a  few  produc- 
ers are  kept  going  when  profits  are  at  the  vanish- 
ing point,  always  in  the  hope  that  conditions  may 
turn  more  favorable,  and  when  they  turn  unfav- 
orable these  mines  are  likely  to  be  closed  down. 

The  gold  production  of  the  United  States  fell 
off  approximately  $8,000,000  in  1917,  and  several 
large  enterprises  with  investments  running  up  in- 
to the  millions  have  been  placed  in  a  precarious 
situation.  The  California  agent  of  the  Geological 
Survey  estimates  the  increased  cost  of  mining 
gold  in  1917  over  1916  at  18  per  cent.  In  the  prin- 
cipal gold  field  of  the  world,  the  Transvaal,  the 
total  quantity  of  ore  milled  in  1917  was  27,862,- 
851  tons,  against  29,175,468  in  1916,  and  the  gold 
yield  declined  from  $197,424,670  to  $191,619,- 
605,  reckoning  the  pound  sterling  at  $5.00. 
The  decline  in  output  and  in  profits  would 
have  been  greater  if  the  yield  per  ton  of  ore  had 
not  been  raised  by  taking  from  reserves.  The  av- 
erage working  costs  advanced  from  $4.40  per  ton 
to  $4.89.  Several  mines  were  closed  during  the 
year. 
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Britiah  and  Canadim  Bank  Consolidations. 

We  mentioned  last  month  the  several  important 
consolidations  which  have  lately  taken  place 
among  the  leading  British  banks.  The  London 
Economist  prints  the  following  table  showing  the 
principal  items  of  the  balance  sheets  of  the  eight 
leading  English  joint  stock  banks  (exclusive  of 
the  Bank  of  England)  and  the  totals  of  the  other 
twenty-two.    The  table  is  as  follows : 


The  Royal  Bank  of  Canada,  long  one  of  the 
important  institutions  of  the  country,  strength- 
ened itself  in  1912  by  takinjj  over  the  Traders 
Bank,  with  about  $33,000,000  of  deposits,  last 
year  absorbed  the  Quebec  Bank,  with  about 
$11,000,000  of  deposits,  and  is  now  acquiring  the 
Northern  Crown  Bank  with  deposits  of  about 
$22,000,000.  The  latter  is  essentially  a  western 
institution,  with  most  of  its  offices  in  the  prairie 
provinces.    Including  the  latter  the  total  assets 


Deposits 

£ 

London  Joint  City  and  Midland 278,.S31 

London  County  Westminster  and  Parrs  210,899 

National  Prov.  &  Union 175,416 

Lloyds    174.068 

Barclays    129.068 

Lon.  Prov.  &  S.  VVest'n 74.626 

Capital  and  Counties 58,646 

WUliams,  Deacons 28,444 

1,129.698 
Remaining  22  English  Joint  Stock  Banks       237.936 

1.367.634 
'Includes  money  at  call  and  short  notice  for  10  banks. 

The  difference  between  the  banking  organiza- 
tion in  the  United  States  and  in  England  is 
shown  very  clearly  by  this  table.  There  are  now 
only  thirty  English  banking  institutions,  which 
with  their  thousands  of  branches  cover  the  coun- 
try. Of  the  total  deposits  in  these  banks  nearly 
83  per  cent,  are  held  by  eight  institutions.  In 
addition  to  these  English  banks  there  are  certain 
foreign  banks  having  offices  in  London,  but  the 
aggregate  of  their  business  is  comparatively  small. 
Some  question  has  been  raised  as  to  whether  this 
state  of  affairs  was  approaching  a  monopoly  and 
a  Parliamentary  committee  has  been  created  to 
consider  the  matter  with  reference  to  the  public 
intere.st,  but  the  tenor  of  comment  is  to  the  effect 
that  this  consolidation  will  enable  British  trade 
to  compete  more  effectively  with  rivals  after  the 
war.  The  London  Joint  Stock  Bank  is  the 
thirty-first  bank  absorbed  by  the  London  City 
and  Midland,  and  the  latter  was  itself  a  consoli- 
dation of  the  London  City  and  Midland  banks. 

The  Canadian  banking  system  is  also  one  of  a 
few  large  corporations  with  many  branches,  and 
the  tendency  to  consolidation  is  notable  there 
also.  The  Bank  of  Montreal,  which  is  the  Gov- 
ernment bank  in  the  sense  of  having  the  public 
deposits,  and  the  largest  bank  in  Canada,  is  ab- 
sorbing the  Bank  of  British  North  America,  one 
of  the  old  institutions,  organized  under  a  Royal 
charter  in  1836.  The  combined  assets  of  these 
two  banks  on  January  31.  1918.  were  $468,043,- 
886.  The  assets  of  the  British  Bank  of  North 
America  at  the  close  of  1916,  according  to  the 
Canadian  Government  Bank  were  $68,855,726. 


Total  Liabilities 

Cash 

£ 

£ 

305.693 

55.198 

244.009 

37.911 

191,204 

30.837 

194.082 

34.685 

138,013 

24.527 

83.584 

15.086 

62.768 

12,174 

32.048 

6,193 

Discounts 

and  Advances 

(Inc.  Money 

Invest- 

at Call  and 

ments 

Short  Notice) 

£ 

£ 

68.504 

166,359 

52.852 

136,273 

57.460 

96.316 

37.760 

loaseo 

26,267 

82.462 

12,960 

51,754 

15.351 

32.820 

6,131 

17.822 

1,251.401 
277,230 

1,528,631 


216,611 
45,708* 

262,319 


277,285 
61,846 

339,131 


692.366 
159.222 

851,588 


of  the  Royal  Bank  on  January  3L  1918,  were 
$348,396,309. 

When  these  latest  consolidations  are  effected 
there  will  remain  19  banking  corporations  in 
Canada,  with  3,100  branch  offices,  including  124 
branches  outside  of  Canada.  It  is  of  interest  to 
note  that  of  the  latter,  71  are  located  in  the 
West  Indies  and  in  Mexico,  Central  America, 
Venezuela  and  British  Guiana,  which  is  a  long 
start  over  the  United  States  in  that  region.  These 
Canadian  branch  banks  have  been  a  large  fac- 
tor in  developing  Canadian  trade  round  the 
Caribbean. 

British  War  Expenditures. 

On  March  7th  the  British  Chancellor  of  the 
Exchequer,  moving  a  fresh  vote  of  credit  in 
Parliament,  stated  that  the  total  disbursements 
during  the  fiscal  year,  up  to  February  9,  includ- 
ing loans  to  allies,  had  averaged  about  $32,000,- 
000  per  day,  which  would  amount  to  about  $11,- 
500.000.000  for  the  year,  and  the  total  debt  of 
Great  Britain  on  March  31st  would  be  approxi- 
mately $29,000,000,000,  of  which  about  $8,000,- 
000.000  would  be  represented  by  loans  to  the 
allies  and  colonies.  Receipts  from  war  taxation 
have  run  much  ahead  of  the  budget  estimates, 
and  promise  for  the  year  an  excess  of  $250,000,- 
000,  so  that  total  revenues  will  run  well  over 
$3,000,000,000.  The  last  big  loan  was  closed 
just  a  year  ago,  and  since  then  the  Treasury 
has  kept  itself  in  funds  by  various  forms  of 
short  time  borrowing. 
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In  this  connection  it  is  worth  while  to  note 
the  achievements  of  our  neighbor,  Canada, 
whose  circumstances  are  in  many  respects  so 
like  our  own  that  we  gather  some  knowledge  and 
assurance  from  her  experience.  Canada  has 
raised,  by  volunteer  action,  400,000  men  for  the 
war,  and  is  now  proceeding  to  raise  another 
100,000  by  conscription.  At  this  rate  it  would 
be  no  greater  task  for  the  United  States  to  raise 
7,000,000,  and  yet  the  business  of  Canada  goes 
on  with  undiminished  activity,  and  with  a 
greater  output  from  her  farms  and  factories 
than  ever  before.  Subscriptions  to  the  last 
war  loan  aggregated  $410,000,000,  which  would 
be  at  the  rate,  based  upon  population,  of 
over  $5,000,000,000  for  this  countr>',  and  the 
United  States  is  the  richer  country  per  capita. 
The  total  of  the  Canadian  war  loans  is  $768,000,- 
000.  With  all  of  this  Canada  is  making  extensive 
capital  expenditures,  and  just  now  appropriating 
$40,000,000  for  railway  equipment. 


According  to  the  Washington  figures  the  trade 
balance  in  favor  of  the  United  States,  in  its  re- 
lations with  Canada  for  the  calendar  year  1917, 
was  $425,000,000  and  for  the  month  of  Decem- 
ber was  $65,000,000.  Canada's  trade  balance 
with  the  rest  of  the  world  is  favorable  to  her. 

The  Commonwealth  of  Australia  is  just  now 
issuing  its  sixth  war  loan,  which  is  for  $100,- 
000,0(X).  The  amount  offered  and  subscribed  in 
the  case  of  each  of  the  preceding  loans  is  given 

below '.                                                        Amount  of  Subscriptions 

Loan  Accepted 

£  £ 

First  5,000,000  13,389,440 

Second 10,000,000  21,655,680 

Third    18,000,000  23,574,120 

Fourth  20,000,000  21,456,720 

Fifth 20,000,000  20,000,000 

£73,000,000        £100,075,960 

National  City  Bank  in  Porto  Rico. 

The  National  City  Bank  of  New  York  has 
completed  the  preparations  for  opening  a  branch 
at  San  Juan,  Porto  Rico,  and  it  will  be  ready 
for  business  in  a  few  days. 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  MARCH  28-29,  1918. 
(In  Thousands  of  Dollars) 


RESOUKOES 

Oold  coin  and  certificates 

Boston 

10.914 

50.518 

3.675 

N.Y. 

337372 
81.467 
18.112 

Phfla. 

9.543 

50,985 

3.675 

Clev'd 

32.610 

37.628 

4.725 

Rich'd 

6.227 

16342 

1337 

AUanta 

6385 

15.765 
1375 

Chicago 

29.586 

53.937 

7.350 

St  Louis 

3,222 

29,486 

2,100 

M-npl-s 

15,877 
9.855 
2,100 

Ka8.City 

149 

25.366 

2,625 

28,140 

55384 
871 

84395 
81 

84.476 
32,338 
13,806 

Dallas 

8,936 

11,749 

1,838 

S.Fr'sco 

28,727 
16,570 
2.888 

Total 

489.948 

Gold  Settlement  Fund 

Gold  with  foreitm  agencies 

399,568 
52,500 

Total  Kold  held  by  banks 
Gold  with  Federal  Heservo 

65.107 

48.453 
2.000 

437,151 

196319 
10.000 

64,203 

79.751 
2,000 

74363 

.88.680 
246 

24306 

29374 
308 

53388 
391 

23325 

39,495 
1.111 

90,873 

165.223 
1,285 

34306 

41.047 
1380 

27332 

39336 
1.030 

22,523 

17.363 
1,202 

48,185 

51,567 
63 

942,016 
852,192 

Gold  Redemption  Fund. . . 

21.496 

Total  Eold  reserves.. 

Legal  lender  notes.  Silver. 

etc 

115,560 
3,177 

643,470 
40J62 

145.954 
1568 

1S389 
924 

64331 
1354 

257381 
4.464 

77.235 
1375 

68,398 
610 

41.088 
2.361 

99,815 
392 

1315,704 
58,359 

Total  Reser^-es 

Bills  discounted,  Members 
Bills bougrht  in  open  mark't 

118.737 
59.741 
12.746 

684332 
247,917 
130.887 

147322 
31,419 
22.440 

164313 
39.225 
26.914 

54379 
36.461 
9388 

66,485 
13.707 

7.417 

2613*5 
37337 
27355 

78310 
32,067 
8337 

69.008 
5.273 
11,122 

43.449 
18,368 
5.480 

100,207 
28,855 
27,473 

1.874.063 

583.228 

304.065 

Total  bills  on  hand.. 
U.  S.  Govemm't  lonB-term 

72,487 

855 

2,459 

378304 

1.618 

170,493 

53.8SB 
5339 
7301 

66,139 

7,788 
18393 

463» 
1333 
1.994 

21,124 

3384 

4.670 
165 

29343 
3,461 
19339 

6S.492 

17332 

32.167 
699 

40304 

2333 

1,444 
143 

16395 

2,808 

4316 
589 

46,144 

8,862 

4,194 
37 

23,848 

3,970 

3,124 
1,736 

56,328 

2.468 

1,924 
154 

10,887,293 
58,190 

U.S.  Govemm't  short-tenn 

252,579 

All  other  earning  assets... 

3,523 

Total  Earning  Assets 
Due  fr.  other  F.  R.  Bks.  nrt 

Uncollected  Items 

TSJKl 

UIO 

17,878 

560.915 
4J164 
71383 

66399 
41.010 

41010 
306 

92320 

132 

19.405 

49396 
4339 
29330 

115390 

8.441 

56.606 

44,424 

18.230 

24,108 

1,160 

13,766 

59.237 
6.294 
20,496 

32,678 
19,496 

60.874 
3.460 
11,991 

1,201.585 
'b  26,945 
339.130 

Total  deduction  from 

gross  deposits 

M  redemption  fund  against 
F.  R  banknotes 

19,188 

75.437 

19337 

33.569 

23M0 
83 

65,047 

18330 
2,063 

14,-926 

26,790 
400 

19,496 
137 

15,451 
1.272 

366,075 
537 

3.724 

TOTAL  RESOURCES 

213,726 

1310.684 

2S5.737 

276370 

137,244 

118,811 

442.782 

143327 

108,042 

170,903 

95,760 

177,804 

3.445,984 

LIAniT.,ITIB» 

Capital  J'aid  in 

6351 

75 

7,549 

91.216 
14,903 

19,711 

649 

5,946 

668.218 
57,650 

75.775 

6.873 

16,996 

83.W2 

32343 

1,421 

8363 

13  289 

106  850 
15,804 

208 

3,761 

116 

6,066 

45.154 
20,484 

2,943 

40 

8,856 

39.060 
10,981 

3 

9.431 

216 

11,002 

187.288 
20.294 

2.037 

3,476 

5,410 

53317 
14.301 
3.168 

97 

2,738 

38 

6,687 

40.581 
4395 

17 

3,450 

5,769 

74.984 
9,647 

19 

2,830 

7.476 

38.056 
6.120 
1,017 

4,296 

9,060 

70.834 
9,875 

2.903 

74,223 

Surplus            

1.134 

Government  Deposits. 

Due  to  members-reserve 

104,086 
1.499.400 

rolleclion  Items 

Due  to  other  F.  R.  Bk's  net 

Other  deposita  incld'g  For. 

Government  credits. 

216.897 
81,059 

Total  Gross  Deposits. . . . 
F.  R.  Notes  in  actual  circu- 
lation  

1U,668 
92,788 

843 

807389 
477398 

5.137 

134.602 
114362 

136,131 
131,479 

597 

71,704 
61,592 

71 

58,900 
56,928 

220,621 
811,770 

744 

76.493 
63358 

51380 
53338 

148 

90,419 

68.392 

7978 

664 

52,669 
40.096 

165 

92.672 
80.836 

177.804 

1,901,442 
ai  1,452,838 

F.  R.  Bank  Notes  in  circu- 
lation, net  liability 

All  other  Liabilities  incL 
Foreign  Govem't  credits 

7378 
8,369 

TOTAL  LIABILITIES 

213.726 

1310.684 

255,737 

276370 

137.244 

118311 

442,782 

143.527 

108.042 

170.903 

95,760 

3,445,984 

(a)  Total  Reserve  notes  In  circulation,  1,452.838. 

(b)  Difference  between  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  26.945 :  Ratio  of  gold  reserves  to 
net  deposit  and  Federal  Reserve  note  liabilities  combined  60.8X.  Ratio  of  total  reserves  to  net  deposit  and  Federal  Reserve  note 
liabilities  combined  62.7t. 

<e)  Bills  discounted  snd  bought:  municipal  warranU,  etc.:  1—15  days  577,634  ;  16— 30  days  129,289;  31-60  days  271,055;  61 -90  days  133,107; 
over  90  days  29316.    Total  1.140,401. 

DISCOUNT  RATES  UNCHANGED  FROM  A  MONTH  AGO. 
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Responsibility  For  the  War. 

THE  neutral  world  made  up  its 
mind  promptly  where  the  responsi- 
bility for  this  war  belonged.  The 
public  record  of  Austria-Hungary's 
ultimatum  to  Serbia,  of  the  latter's 
nearly  complete  compliance,  of  the  efforts  of 
Sir  Edward  Grey,  the  British  Foreign  Min- 
ister, to  secure  a  conference  of  the  powers,  and 
the  German  reply  that  it  must  support  its  ally, 
furnished  convincing  evidence  of  an  agree- 
ment between  the  two  central  powers  to  force 
the  European  situation  to  a  decisive  issue. 
The  Germanic  governments,  however,  in  or- 
der to  justify  themselves  to  their  people,  have 
had  to  maintain  the  pretence  that  the  war  on 
their  part  was  a  defensive  one  and  that  Eng- 
land was  the  arch-conspirator. 

This  pretence  is  now  completely  exposed 
by  German  testimony  entitled  to  the  highest 
credence,  a  statement  by  Prince  Lichnowsky, 
who  was  the  Ambassador  of  Germany  to 
Great  Britain  from  November,  1912,  until  war 
between  the  two  countries  was  declared  in 
August,  1914.  What  German  official  could  be 
in  better  position  than  he  to  know  the  attitude 
and  purposes  of  the  British  Government,  or 
to  fix  the  responsibility  for  the  break  in  peace- 
ful relations? 

In  1916  Prince  Lichnowsky,  who  is  of  a  dis- 
tinguished Germanized  Polish  family,  pre- 
pared a  memorandum  review,  entitled  "My 
London  Mission,  1912-1914,"  in  which  he  gave 
a  detailed  account  of  his  negotiations  with  the 
British  Foreign  Office  and  of  his  relations 
with  his  home  government  during  these  im- 
portant years,  which  covered  the  period  from 
practically  the  beginning  of  the  first  Balkan 
war  to  the  outbreak  of  the  great  war.  He  did 
not  intend  that  this  paper  should  be  made 
public  at  the  present  time,  but  seems  to  have 
been  impelled  to  write  it  for  the  family  ar- 
chives, in  order  that  the  truth  of  his  own  re- 
lations to  the  war  and  the  political  history 
preceding  might  be  known  at  least  to  those 
close  to  him  and  perhaps  eventually  to  the 
public.  The  first  publication  was  made  in  the 
Swedish  Socialist  Journal,  Politiken,  in 
March.  On  March  16,  the  matter  was  brought 
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before  the  Main  Committee  of  the  Reichstag, 
and  the  Vice-Chancellor,  Herr  Von  Payer,  read 
a  letter  of  explanation  and  apology,  which  had 
been  written  by  Prince  Lichnowsky  to  the 
Imperial  Chancellor,  Count  Hertling,  in  which 
the  Prince  said  that  these  "purely  private 
notes"  had  found  their  way  into  wider  circles 
"by  an  unprecedented  breach  of  confidence." 
He  said  that  he  had 

felt  the  Tieed  in  regard  to  the  future  and  with  a  view  to  my 
own  justification,  of  noting  the  details  of  my  experiences  and 
impresjiions  there  before  they  vanished  from  my  memory.  These 
notes  were  intended  in  a  certain  degree  only  for  family  archives, 
and  1  wrote  them  down  without  documentary  material  or  notes 
from  the  period  of  my  official  activity.  I  considered  I  might 
show  them,  on  the  assurance  of  absolute  secrecy,  to  a  ver^ 
few  political  friends  in  whose  judgment  as  well  as  trustworthi- 
ness 1  bad  equal  confidence. 

So  much  for  the  origin  of  the  paper,  which 
is  completely  authenticated.  The  paper  it- 
self supports  all  the  statements  of  the  British 
Foreign  Office  as  to  its  efforts  to  maintain 
the  peace  of  Europe  and  to  bring  about  a  fair 
and  permanent  adjustment  of  all  matters 
which  might  be  the  cause  of  misunderstand- 
ing and  controversy. 

Menace  of  the  Balkan  War. 

He  says  that  shortly  after  his  arrival  in 
London,  in  1912,  "Sir  Edward  Grey  proposed 
an  informal  exchange  of  views,  in  order  to 
prevent  a  European  war  developing  out  of  the 
Balkan   War,"  and  that 

the  British  Minister  by  no  means  placed  himself  on  the  side  of 
the  Entente  Powers,  and  during  the  negotiations,  which  lasted 
about  eight  months,  he  lent  his  good-will  and  powerful  influence 
toward  the  establishment  of  an  understanding.  Instead  of 
adopting  the  English  point  of  view  we  accepted  that  dictated  to 
us  by  Vienna.  Count  Mensdorff  led  the  Triple  Alliance  in 
London  and  1  was  his  second.     •     •     • 

On  every  point,  including  Albania,  the  Serbian  harbors  in 
the  Adriatic,  Scutari,  and  in  the  deBnition  of  the  Albanian 
frontiers,  we  were  on  the  side  of  Austria  and  Italy,  while  Sir 
Edward  Grey  hardly  ever  look  the  French  or  Russian  point  of 
view.  On  the  contrary,  he  nearly  always  took  our  part  in  order 
to  give  no  pretext  for  war — which  was  afterward  brought  about 
by  a  dead  Archduke.  It  was  with  his  help  that  King  Nicholas 
was  induced  to  leave  Scutari.  Otherwise  there  would  have  been 
war  over  this  matter,  as  we  should  never  have  dared  to  ask 
'our  allies*  to   make  concessions. 

Sir  Edward  Grey  conducted  the  negotiations  with  care,  calm, 
and  tact.  When  a  question  threatened  to  become  involved  he 
proposed  a  formula  which  met  the  case  and  always  secured 
consent,  he  acquired  the  full  confidence  of  all  representatives. 

He  tells  of  the  conciliatory  attitude  of  the 
British  Government  in  reaching  an  agreement 
as  to  territorial  lines  in  Africa,  and  as  to  the 
Bagdad  Railway.  The  agreement  upon  the 
railway,  he  says,  aimed,  in  fact,  at  spheres  of 


Those  desiring  this  Bulletin  sent  them  regularly  will  receive  it  without  charge  upon  application 


influence  in  Asia  Minor,  "although  this  con- 
sideration was  carefully  avoided,  out  of  con- 
sideration for  the  Sultan's  rights."  This  treaty, 
which  was  practically  ready  for  signatures, 
was  arranged  with  the  "effective  co-operation 
of  Herr  Von  Kuhlmann,"  who  is  now  Foreign 
Secretary  of  the  Imperial  German  Govern- 
ment, but  notoriously  viewed  with  suspicion 
by  the  military  party. 

During  these  critical  years  Prince  Lichnow- 
sky,  himself  earnestly  desirous  of  promoting 
peace  and  completely  satisfied  that  the  British 
Government  had  the  same  purpose  in  view, 
labored  to  bring  about  a  good  understanding 
between  the  countries,  but  the  policy  of  his 
home  government  made  difficulties  for  him. 
He  was  sanguine,  however,  of  success,  and 
when  in  Germany,  in  June,  1914,  after  the  as- 
sassination of  the  Austrian  Archduke,  he  was 
confident  there  would  be  no  war. 

The  Crisis,  1914. 

I  went  to  Silesia,  and  on  my  way  back  to  London  I  spent 
only  a  few  hours  in  Berlin,  where  I  heard  that  Austria  intended 
to  proceed  against  Serbia,  in  order  to  put  an  end  to  an  intolerable 
state  of  affairs. 

Unfortunately  I  underestimated  at  the  moment  the  im- 
portance of  the  news.  I  thought  that  nothing  would  come  of  it 
after  all,  and  that,  if  Russia  threatened,  the  trouble  could  easily 
be  composed.  Now  I  regret  that  I  dia  not  stay  in  Berlin  and 
say  at  once  that  I  would  nave  no  share  in  any  such  policy. 

Subsequently  I  learnt  that  at  the  decisive  conversation  at 
Potsdam  on  July  5  the  inquiry  addressed  to  us  by  Vienna  found 
absolute  assent  among  all  the  personages  in  authority;  indeed, 
they  added  that  there  would  be  no  harm  if  a  war  with  Russia 
were  to  result.  So,  at  any  rate,  it  is  stated  in  the  Austrian 
protocol  which  Count  Mcnsdorff  (Austrian  Ambassador)  received 
m  London.  Soon  _  afterwards  Herr  von  Jagow  was  in  Vienna, 
to  discuss  everything  with  Count  Berchtold  (Austrian  Foreign 
Minister). 

I  then  received  instriKtions  that  I  was  to  induce  the  English 
Press  to  take  up  a  friendly  attitude  if  Austria  gave  the  "death- 
blow" to  the  Great  Serbian  movement  and  as  far  as  posaible  I 
was  by  my  influence  to  prevent  public  opinion  from  opposing 
Austria.     ^     •     • 

I  ffave  a  warning  against  the  whole  project,  which  I  described 
as  adventurous  and  dangerous,  and  I  advised  that  moderation 
should  be  recommended  to  the  Austrians,  because  I  did  not  be- 
lieve in   the  localization  of  the  conflict. 

Herr  von  Jagow  answered  me  that  Russia  was  not  ready; 
there  would  doubtless  be  a  certain  amount  of  bluster,  but  the 
more  firmly  we  stood  by  Austria  the  more  would  Russia  draw 
back.  He  said  that  Austria  was  already  accusing  us  of  want 
of  spirit,  and  that  we  should  not  squeeze  her.  On  the  other 
hand,  feeling  in  Russia  was  becoming  ever  more  anti-German, 
and  so  we  must  simply  risk  it. 

This  attitude,  as  I  learnt  later,  was  based  upon  reports 
from  Count  Pourtal^s  (German  Ambassador  in  Petrograd)  to  the 
effect  that  Russia  would  not  move  in  any  circumstances;  these 
reports  caused  us  to  stimulate  Count  Berchtold  to  the  greatest 
possible  energy.  Consequently  I  hoped  for  salvation  from  an 
English  mediation,  because  I  knew  tnat  Sir  Edward  Grey's  in- 
fluence in  Petrograd  could  be  turned  to  use  in  favor  of  peace. 
So  I  used  my  friendly  relations  with  Sir  Edward  Grey,  and  in 
confidence  begged  him  to  advise  moderation  in  Russia  it  Austria, 
as  it  seemed,  demanded  satisfaction   from  the  Serhs.^ 

The  Serbian  reply  was  in  accordance  with  British  efforts; 
M.  Pa.shitch  had  actually  accepted  everything,  except  two  points, 
about  which  he  declared  his  readiness  to  negotiate.  If  Russia 
and  England  had  wanted  war,  in  order  to  fall  upon  us.  a  hint 
to  Belgrade  would  have  been  suflScient,  and  the  unheard-of 
(Austrian)    Note  would  have   remained   unanswered. 

Nothing:  But  Goodwill  Required. 

Sir  Edward  Grey  went  through  the  Serbian  reply  with  me, 
and  pointed  to  the  conciliatorv  attitude  of  the  Government  at 
Belgrade.  We  then  discussed  his  mediation  proposal,  which 
was  to  arrange  an  interpretation  of  the  two  points  acceptable 
to  both  parties.  M.  Cambon  (French  Ambassador  in  London), 
the  Marquis  Imperiali  (Italian  Ambassador  in  Tendon),  and  I 
should  have  met  under  Sir  Edward  Grey's  presidency,  and  it 
would  have  been  easy  to  find  an  acceptable  form  for  the  disputed 
points,  which  in  the  main  concerned  the  participation  of  Austrian 
officials  in  the  investigation  at  Belgrade.  Given  ^ood  will,  every- 
thing could  have  been  settled  in  one  or  two  sittings,  and  the 
mere  acceptance  of  the  British  proposal  would  have  relieved  the 
tension  and  would  have  further  improved  our  relations  to  Eng- 
land. I  urgently  recommended  the  prouosal,  saying  that  other- 
wise world-war    was    imminent,   in    wtiich    we   had   everything  to 


lose  and  nothing  to  gain.  In  vaint  I  was  told  that  it  wa:*  against 
the  dignity  of  Austria,  and  that  we  did  not  want  to  interfere  in 
the  Serbian  business,  but  left  it  to  onr  Ally.  I  was  told  to 
work  for  "localization   of  the  conflict.** 

Of  course  it  would  only  have  needed  a  hint  from  Berlin 
to  make  Count  Berchtold  satisfy  himself  with  a  diplomatic  success 
and  put  up  with  the  Serbian  reply.  But  this  hint  was  not  given. 
On  the  contrary,  we  pressed  lor  war.  What  a  fine  success  it 
would  have  been! 

After  our  reftisal  Sir  Edward  asked  us  to  come  forward 
with  a  proposal  of  our  own.  We  insisted  upon  war.  I  could 
get  no  other  answer  (from  Berlin)  than  that  it  was  an  cnormoua 
"conciliatoriness"  on  the  part  of  Austria  to  contemplate  no 
annexation  of  territory. 

At  another  place  in  the  memorandum  he 
says: 

During  the  critical  days  of  July,  1914,  Sir  Edward  said 
to  me:  *N[f  c^'cr  you  want  something  done  in  St.  Petersburg 
you  come  to  me  regularly,  but  if  ever  I  appeal  for  your  influence 
in   Vienna   you    refuse   your    support.      •      •      • 

Even  after  this  Sir  Edward  Grey  still  looked  for  new  waj;s 
of  escape.  He  said  to  me  repeatedly:  "If  war  breaks  out  it 
will   be  the  greatest  catastrophe   the   world   has   ever  seen." 

Qrey  and  Asquith  Men  of  Peace. 

The  attacks  upon  Sir  Edward  Grey  in  the 
German  press  offended  his  sense  of  justice, 
and  he  gives  a  personal  sketch  of  both  Grey 
and  Asquith,  the  British  Prime  Minister.  Of 
Grey  he  says : 

Sir  Edward  Grey's  influence  in  all  questions  of  foreign 
policy  was  almost  unlimited.  True,  he  used  to  say  on  important 
occasions: — "I  must  lay  that  before  the  Cabinet";  but  it  is 
equally  true  that  the  latter   invariably   took  his  view.      •      •     • 

Sprung  from  an  old  North  of  Enj[Iand  family  of  land* 
owners,  from  whom  the  statesman  Earl  Grey  is  also  descended, 
he  joined  the  left  wing  of  his  party  and  sympathised  with  the 
Socialists  and  pacifists.  He  can  be  called  a  Sucialist  in  the  ideal 
sense,  for  he  applied  his  theories  even  in  private  life,  which  is 
characterized  bv  great  simplicity  and  unpretcntiousness,  although 
he  is  possessed  of  considerable  means.  All  display  is  foreign 
to  him. 

His  simple,  upright  manner  insured  him  the  esteem  even 
of  his  opponents^  who  were  more  easily  to  be  found  in  home  than 
in   foreign   political   circles. 

Lies  and  intrigues  were  foreign  to  his  nature.  His  wife, 
whom  he  loved  and  from  whom  he  was  never  separated,  died 
as  the  result  of  an  accident  to  the  carriage  driven  by  him.  As 
is  known,   one   brother  was  killed   by  a   lion. 

Wordsworth  was  his  favorite  poet,  and  he  could  quote  him 
by  the  hour.  His  British  calm  did  not  lack  a  sense  of  humour. 
When  breakfasting  with  us  and  the  children  and  he  heard  their 
German  conversation,  he  would  say,  "I  cannot  help  admiring 
the  way  they  talk  German,"  and  laughed  at  his  ioke.  This  is 
the  man  who  was  called  "the  Liar  Grey"  and  the  "originator 
of  the  world  war." 

He  has  the  following  to  say  of  Asquith: 

Asquith  is  a  man  of  quite  different  mould.  A  jovial,  sociable 
fellow,  a  friend  of  the  ladies,  especially  young  and  beautiful 
ones,  he  loves  cheery  surroundings  and  a  good  cook,  and  is 
supported  by  a  cheery  young  wife.  He  was  formerly  a  well- 
known  lawyer,  with  a  large  income  and  many  years'  Parliament- 
ary experience.  Later  he  was  known  as  a  Minister  under  Glad- 
stone, a  pacifist  like  his  friend  Grey,  and  friendly  to  an  under- 
standing with  Germany.  He  treated  all  questions  with  an  ex* 
Eerienccd  business  man's  calm  and  certainty,  and  enjoyed  good 
ealth  and  excellent  nerves,  steeled  by  assiduous  golf. 

His  daughters  went  to  a  German  boarding-school  and  speak 
fluent  German.  We  quickly  became  good  friends  with  him  and 
his  family,  and  were  guests  at  his  little  house  on   the  Thames. 

He  only  rarely  occupied  himself  with  foreign  afTairs.  When 
important  questions  cropped  up,  with  him  lay  the  ultimate  de- 
cision. During  the  critical  days  of  July  Asquith  often  came  to 
warn  us,  and  lie  was  ultimately  in  despair  over  the  tragic  turn 
of  events.  On  August  2,  when  I  saw  Asquith  in  order  to  make 
a  final  attempt,  he  was  completely  broken,  and  although  quite 
calm  tears  ran  down  his  face. 

Summing  Up  Germany's  Policy. 

Prince  Lichnowsky  sums  up  the  situation 
which  led  to  war  as  follows : 

"As  appears  from  all  oflicial  nublieations,  without  the  facts 
being  controverted  by  our  own  white  Book,  which,  owing  to 
its  poverty  and   gaps,   constitutes  a  grave   seli-accusation: 

"L  We  encouraged  Count  Berchtold  to  attack  Serbia, 
although  no  German  interest  was  involved,  and  the  danger  of  a 
world  war  must  have  been  known  to  tis — whether  we  knew  the 
text  of  the  ultimatum   is  a  question   of  complete  indifference. 

"2.  In  the  da^s  between  July  23  and  July  30,  1914,  when 
M,  Sazonoff  emphatically  declared  that  Russia  could  not  tolerate 
an  attack  upon  Serbia,  we  rejected  the  British  proposals  of 
mediation,  although  Serbia,  under  Russian  and   British   pressure. 


bad  accepted  almost  the  whole  ultimatum,  and  although  an 
agreement  about  the  two  points  in  question  could  easily  have 
been  reached,  and  Count  Berchtotd  was  even  ready  to  satisfy 
himself  with  the  Serbian  reply. 

"3.  On  July  30,  when  Count  Berchtold  wanted  to  give  way 
we,  without  Austria  having  been  attacked,  replied  to  Russia's 
mere  mobilization  by  sending  an  ultimatum  to  St,  Petersburg, 
and  on  July  31  we  declared  war  on  the  Russians,  although  the 
Czar  had  pledged  his  word  that  as  long  as  negotiations  con- 
tinued not  a  man  should  march — so  that  we  deliberately  de- 
stroyed   the    possibility    of    a    peaceful    settlement. 

"In  view  of  these  indisputable  facts,  it  is  not  surprising 
that  the  whole  civilized  world  outside  Germany  attributes  to  us 
the   sole   guilt    for   the    world   war." 

QemiMi  Vice-chancellor  on  Lichnowsky. 

The  Vice-Chancellor,  in  discussing  the 
memorandum  before  the  Reichstag  Commit- 
tee, said  in  part: 

Some  assertions  in  his  documents  must,  however,  be  contra- 
dicted, especially  his  assertions  about  political  events  in  the  last 
months  preceding  the  war.  Prince  Lichnowsky  was  not  of  his 
own  knowledge  acrjuainted  with  these  events,  but  he  apparently 
received  from  a  third,  and  wrongly  informed  quarter,  inaccurate 
information.  The  key  to  the  mistakes  and  false  conclusions  niav 
also  be  the  Prince's  overestimation  of  his  own  services,  which 
are  accompanied  by  hatred  against  those  who  do  not  recognize 
his  achievements  as  he  expected.  The  entire  memorandum  is 
penetrated  by  a  striking  veneration  for  foreign  diplomats,  es- 
pecially the  British,  who  are  described  in  a  truly  afTectionate 
manner,  and,  on  the  other  hand,  by  an  equally  striking  irritation 
against  almost  all  German  statesmen.  The  result  was  that  the 
Prince  frequently  regarded  Germany's  most  zealous  enemy  as 
her  best  friend  because  they  were  personally  on  good  terms 
with  him. 

He  characterized  as  false  the  statements 
that  Von  Moltke  had  urged  war,  that  the  then 
Foreign  Secretary  had  visited  Berlin  in  1914, 
and  that  the  German  Ambassador  at  Petro- 
grad  had  reported  that  Russia  would  in  no 
event  move. 

Von  Jagow's  Reply. 

Herr  Von  Jagow,  German  Foreign  Secre- 
tary in  1914,  has  issued  a  statement  comment- 
ing upon  and  denying  some  of  the  statements 
of  Prince  Lichnowsky's  paper,  among  them 
that  he  visited  Vienna  in  1914.  After  taking 
account  of  these,  however,  his  admissions 
must  be  regarded  as  more  important.  He  con- 
firms, "as  far  as  he  remembers,"  the  expres- 
sions quoted  from  him.  The  reply  is  chiefly 
in  defense  and  vindication  of  himself.  Of  the 
Bagdad  railway  negotiations  he  says: 

When,  in  January,  1913,  I  was  appointed  Secretary  of  State 
I  regarded  a  German-English  rafprochtmtnt  as  desirable,  and 
an  agreement  about  the  points  at  which  our  interests  touched 
or  crossed  as  obtainable.  In  any  case  I  wanted  to  try  to  work 
in  this  sense.  A  main  point  for  us  was  the  Mesopotamia-Asia 
Minor  question — the  so-called  Bagdad  policy — bccau«(e  it  had 
become  for  us  a  question  of  prestige.  If  England  wanted  to 
push  us  out  there,  a  conflict  seemed  indeed,  to  me  to  be  hardly 
avoidable.  As  soon  as  possible  I  took  up  in  Berlin  the  settlement 
about  the  Bagdad  Railway.  We  found  the  English  Government 
ready  to  meet  as,  and  the  reSTtIt  was  the  agreement  which  bad 
almost  been  completed  when  the  world-war  broke  out. 

At  the  same  time  the  negotiations  about  the  Portuguese 
colonies,  which  had  been  begun  by  Count  Metfernich  and  con- 
tinued by  Baron  Marschall,  were  resumed  by  Prince  Lichnowsky. 
I  intended  to^  begin  later  on — when  the  Bagdad  railway  ques- 
tion, in  my  opinion  the  most  important  question,  had  been  settled 
— further  agreements  about  other  questions,  in  the  Far  East, 
for  example. 

Referring  to  Prince  Lichnowsky's  policy  of 
developing  closer  relations  with  England,  in- 
stead of  backing  up  to  the  limit  the  aspirations 
of  Austria  in  the  Balkans,  he  says: 

I  also  pursued  a  policy  which  aimed  at  an  agreement  with 
England,  because  I  was  of  the  opinion  that  this  was  the  only 
road  by  which  we  could  get  out  of  the  unfavorable  situation 
into  which  the  tinequal  distribution  of  strength  and  the  weakness 
of  the    Triple   Alliance    had    brought   us. 

"Political  marriages  until  death  us  do  part"  are,  aa  Prince 
Lichnowsky  says,   impossible   in    international   relations.     But   in 


the  existing  state  of  affairs  in  Europe  isolations  are  equally 
impossiblj.  The  history  of  Europe  is  composed  of  coalitions, 
some  of  which  have  led  to  the  avoidance  of  wars  and  some  to 
violent  conflicts.  A  loosening  and  final  dissolution  of  old  unions 
which  no  longer  satisfy  all  the  conditions  cannot  be  recommended 
until  new  _  constellations  are  within  reach.  That  was  the  aim 
of  our  policy  of  rap/'roclie'iient  with  England.  As  long  as  this 
policy  did  not  provide  trustworthy  guarantees  we  could  not 
abandon  the  old  securities — and  the  obligations  which  they  in- 
volved. 

The  extreme  policy  of  Germany  in  support- 
ing Austria  is  partially  explained  in  this  para- 
graph : 

Our  Morocco  policy  had  led  to  a  political  defeat.  Happily 
this  had  been  avoided  in  the  Bosnian  crisis,  and  at  the  London 
Conference.  A  fresh  diminution  of  our  prestige  was  intolerable 
for  our  position  in  Europe  and  in  the  world.  The  prosperity 
of  States,  and  their  political  and  economic  successes,  depend  upon 
the  prestige  which  triey  enjoy  in  the  world. 

Herr  Von  Jagow  is  fair  enough  to  add  his 
testimony  to  that  of  Prince  Lichnowsky,  as  to 
Sir  Edward  Grey's  desire  to  maintain  peace. 
He  says: 

I  am  by  no  means  willing  to  adopt  the  opinion,  which  is 
at  present  widely  held  in  Germany,  that  England  laid  all  the 
mines  which  caused  the  war;  on  the  contrary,  I  believe  in  Sir 
Edward  Grey's  love  of  peace  and  in  his  serious  wish  to  reach  an 
agreement  with  us.  But  he  had  involved  himself  too  deeply  in 
the  npt  of  Franco-Russian  policy.  He  could  no  longer  find  the 
way  out,  and  he  did  not  prevent  the  world-war — as  he  could  have 
done.  Among  the  English  people  also  the  war  was  not  popular, 
and  Belgium  had  to  serve  as  a  battlefield. 

Just  what  more  Sir  Edward  Grey  might 
have  done  to  avert  the  war  Von  Jagow  does 
not  say,  but  presumably  he  means  that  the 
British  Minister  might  have  persuaded  Serbia 
to  yield  unconditionally,  or  Russia  to  refrain 
from  intervening  in  Serbia's  behalf.  What  he 
says  corroborates  the  main  statements  of  Lich- 
nowsky's paper. 

The  Pan-German  newspapers  of  Germany 
are  demanding  that  Prince  Lichnowsky  shall 
be  tried  for  treason.  The  Socialist  papers  give 
weight  to  his  statements.  The  Vorwaerts, 
although  now  supporting  the  government, 
says  that  the  efforts  to  discredit  Lichnowsky's 
ability  and  discernment  merely  means  that  the 
most  important  Ambassadorial  post  that  Ger- 
many had  at  her  disposal  was  occupied  by  a 
fool  and  a  blockhead. 

The  Mannheime  Volkstimme  says  that  "either 
Prince  Lichnowsky  is  the  most  incurable  idiot 
who  ever  sat  in  an  ambassador's  chair,  or  else 
not  a  shred  remains  of  the  fiction  that  the  out- 
break of  war  was  caused  by  English  intrigues." 

An  Historical  Document  of  the  First  Importance. 

There  is  no  possible  answer  to  this  com- 
ment, and  no  room  to  question  that  the  Lich- 
nowsky memorandum  is  an  historical  docu- 
ment of  the  first  importance.  The  explanation 
that  he  was  disappointed  and  aggrieved  be- 
cause the  Berlin  government  did  not  accept 
his  view  as  to  the  policies  to  be  pursued,  does 
not  break  the  force  of  his  statements.  As  an 
honest  man  sincerely  desirous  of  promoting 
peace  among  the  nations  of  Europe,  he  had 
good  reason  to  feel  indignant  and  for  wishing 
to  put  on  record  for  the  future  an  account  of 
his  Ministry.  If  there  are  inaccuracies  as  to 
minor  details,  such  as  Von  Jagow's  visit  to 


Vienna,  concerning  which  he  doubtless  be- 
lieved himself  well  informed,  they  do  not  af- 
fect the  validity  of  the  main  account,  or  the 
sincerity  of  his  purposes.  Compared  with  the 
monstrous  falsehoods  about  the  origin  of  the 
war,  which  have  been  imposed  upon  the  people 
of  Germany,  his  story  is  the  veritable  truth, 
supported  by  abundant  evidence.  Together 
with  Herr  von  Jagow's  reply  it  should  be 
placed  in  every  home  in  the  United  States.  It 
is  a  complete  answer  to  the  insidious  pro-Ger- 
man propaganda  which  has  been  widely  cir- 
culated, and  which  has  misled  many  credulous 
persons  of  anti-British  proclivities.  It  is  of  the 
utmost  importance  that  our  people  have  a  full 
appreciation  of  the  responsibility  which  belongs 
to  the  German  Government  for  bringing  on  this 
war. 

Testimony  From  A  Krupp  Director. 

In  the  same  speech  before  the  Reichstag 
Committee,  in  which  Vice-Chancellor  Von 
Payer  discussed  the  Lichnowsky  memoran- 
dum, he  also  referred  to  a  letter  written  by 
a  Dr.  Muhlon,  a  German  of  high  social  and 
business  standing  now  living  in  Switzerland, 
but  who  at  the  outbreak  of  the  war  was  a  di- 
rector in  Krupps.  Notwithstanding  his  con- 
nection with  the  great  gun  works,  Muhlon 
seems  to  have  comprehended  the  awful  crime 
against  humanity  involved  in  wantonly  bring- 
ing on  the  war.  His  statement,  in  part,  was 
as  follows: 

In  the  middle  of  July,  1914,  I  had,  as  I  frequently  had.  a 
conversation  with  Dr.  Helfferich,  then  director  of  the  Deutsche 
Bank  in  Berlin,  and  now  Vice-Chancellor.  The  Deutsche  Hank 
had  adopted  a  negative  attitude  towards  certain  laruc  trans- 
actions in  Bulgaria  and  Turkey,  in  which  the  firm  of  Krupn, 
for  business  reasons — delivery  of  material — had  a  lively 
interest.  As  one  of  the  leasons  to  justify  the  attitude  of  the 
Deutsche  Bank,  Dr.  Uelfterich  finally  gave  me  the  following 
reason : — 

"The  political  situation  has  become  very  menacing.  The 
Deutsche  Bank  must  in  any  case  wait  before  entering  into  any 
further  engagements  abroad.  The  Austrians  have  just  been 
with  the  Kaiser.  In  a  week's  time  Vienna  will  send  a  very 
aevere  ultimatum  to  Serbiaj  with  a  very  short  interval  for  the 
answer.  The  ultimatum  will  contain  demands  such  as  punish- 
ment of  a  number  of  officers,  dissolution  of  political^  associations, 
criminal  investigations  in  Serbia  bjr  Austrian  officials,  and,  in 
fact,  a  whole  scries  of  definite  satisfactions  will  be  demanded 
at  once;  otherwise  Austria-Hungary  will  declare  war  on  Serbia." 

Dr.  Helfferich  added  that  the  Kaiser  had  expressed  his 
decided  approval  of  this  procedure  on  the  part  of  Austria-Hungary 
He  had  said  that  he  regarded  a  conflict  with  Serbia  as  an  in- 
ternal affair  between  these  two  countries,  in  which  he  would 
permit  no  other  State  to  interfere.  If  Russia  mobilized,  he  would 
mobilize  also.  But  in  this  case  mobilization  meant  immediate 
war.  This  time  there  would  be  no  oscillation.  Helfferich  said 
that  the  Austrians  were  extremely  well  satisfied  at  this  determined 
attitude  on  the  part  of  the  Kaiser. 

When  I  thereupon  said  to  Dr.  Helfferich  that  this  uncanny 
communication  converted  my  fears  of  a  world-war,  which  were 
already  strong,  into  absolute  certainty,  he  replied  that  it  cer- 
tainly looked  like  that.  But  perhaps  France  and  Russia  would 
reconsider  the  matter.  In  any  case  the  .Serbs  deserved  a  lesson 
which  they  would  remember.  This  was  the  first  intimation  that 
I  bad  received  about  the  Kaiser's  discussions  with  oar  Alliea. 
I  knew  Dr.  Helffcrich's  particularly  intimate  relations  with  the 
personages  who  were  sure  to  be  initiated,  and  I  knew  that  this 
conununication  was  trustworthy. 

After  my  return  from  Berlin  I  informed  Herr  Krupp  von 
Bohlen  and  Halhach,  one  of  whose  directors  I  then  was  at  Essen. 
Dr.  Helfferich  had  given  me  permission,  and  at  that  time  the 
intention  was  to  make  him  a  direi'tor  of  Krupps'.  Herr  yon 
Bohlen  seemed  disturbed  that  Dr.  Hrlffrrich  was  in  possession 
of  such  information,  and  he  made  a  remark  to  the  effect  that  ilie 
Oovemment  people  can  never  keep  their  months  shut.  He  then 
told  me  the  following.  He  said  t'l.it  he  had  himself  been  with 
the  Kaiser  in  the  last  few  days.  The  Kaiser  had  sp'ken  to  him 
also  of  his  conversation  with  the  Austrians,  and  of  its  result; 
but  he  had  described  the  matter  as  so  secret  that  he  fKrann) 
would  not  even  have  dared  to  inform  bis  own  directors.     As,  how- 


ever,  I  already  knew,  he  could  tell  me  that  Helffcrich's  itate- 
menta  were  accurate.  Indeed,  Helfferich  seemed  to  know  more 
details  than  he  did.  He  said  that  the  situation  was  really  very 
serious.  The  Kaiser  had  told  him  that  he  would  declare  war 
immediately  if  Russia  mobilized,  and  that  this  time  people  would 
see  that  he  did  not  turn  about.  The  Kaiser's  repeated  insistence 
that  this  time  nobody  would  be  able  to  accuse  him  of  indecision 
had,  he  said,  been  almost  comic  in  its  effect. 

This  is  circumstantial,  corroborative  of  the 
Lichnowsky  statements,  and  in  harmony  with 
all  the  known  facts.  What  Herr  Von  Jagow 
says  about  the  loss  of  German  prestige  in  the 
Morrocco  case  throws  light  upon  \/hat  Dr. 
Muhlon  says  of  the  Kaiser's  almost  comic 
insistence  that  nobody  would  be  able  to  accuse 
him  of  indecision  this  time.  There  is  an  ac- 
cumulation of  evidence  that  the  situation,  in- 
stead of  developing  suddenly  while  the  Kaiser 
was  innocently  absent  on  a  yachting  trip,  had 
been  carefully  planned  in  conference  by  the 
responsible  authorities  of  Germany  and  Aus- 
tria-Hungary. The  time  was  judged  to  be  ripe 
to  extend  the  German-Austrian  influence  in  the 
Balkan  States,  thus  opening  up  the  way  to  Asia 
Minor,  where  Germany's  ambitions  in  recent 
years  had  been  centered.  The  assassination  of 
the  heir  to  the  Austrian  throne  provided  the 
occasion,  Russia  was  not  ready  for  war,  Eng- 
land probably  would  not  come  in,  and,  in  the 
words  of  the  German  Foreign  Secretary,  "We 
must  simply  risk  it." 

This  is  the  inner  history  from  German 
sources  of  the  beginning  of  the  war,  which  the 
German  Government  represents  as  brought  on 
by  England  and  inspired  by  trade  jealousy. 

Von  Payer's  comment  upon  the  Muhlon  dis- 
closures was  that  the  gentleman  was  suffering 
from  neurasthenia,  and  that  no  attention  need 
be  paid  to  his  statements  since  the  important 
gentlemen  quoted  by  him  denied  having  made 
the  statements  attributed  to  them. 

War  At  the  Crisis. 

The  German  attack,  which  began  on  March  21, 
has  continued  with  slight  relaxations  of  intensity 
ever  since.  More  men  have  been  in  action  than 
at  any  other  time  of  the  war,  and  the  casualties 
upon  both  sides  have  been  very  large.  There  is 
every  reason  to  believe  that  they  have  been  heav- 
ier to  the  attacking  forces  than  to  those  on  the  de- 
fensive, since  although.the  latter  have  lost  ground, 
they  have  not  been  demoralized,  but  have  retired 
in  orderly  manner.  Such  wastage  as  the  German 
armies  are  now  suffering  must  hasten  the  end  of 
the  war,  for  it  cannot  be  made  good  or  kept  up 
for  an  indefinite  period.  Unquestionably,  the 
German  war  council  has  set  out  to  smash  the 
Allied  line  now,  before  the  United  States  troops 
arrive  in  force,  and  every  possible  resource  is 
being  used.  This  is  the  crisis  of  the  war,  for 
while  Germany  is  sacrificing  her  divisions  the 
Allies  are  growing  stronger.  If  Germany  cannot 
win  now  how  can  she  hope  to  do  so  later,  with 
fewer  men  and  with  an  American  army  of  5,000,- 
000  or  10,000,000  men  added  to  the  armies  of  the 


Allies,  and  the  steel-making  capacity  of  this  coun- 
tr)',  which  alone  is  twice  that  of  Germany,  de- 
voted almost  wholly  to  war  materials  ? 

The  German  people  have  been  greatly  inspirited 
by  the  conclusion  of  peace  with  Russia  upon 
terms  which,  if  they  stand  permanently,  will 
largely  enhance  the  military  and  industrial  power 
of  the  German  Empire.  Evidently  there  has  been 
a  revival  of  confidence  in  the  ability  of  the  mili- 
tary autocracy  to  produce  results.  There  is  a 
marked  reaction  from  the  state  of  mind  repre- 
sented by  the  Reichstag  resolutions  of  last  July, 
in  favor  of  peace  without  indemnities  or  annexa- 
tions. The  Pan-Germans  are  aggressive  again, 
urging  the  repeal  of  the  July  resolution,  and  the 
Liberals  are  silent.  The  Socialistic  organ,  Vor- 
waerts,  commenting  on  the  resolutions  adopted 
recently  by  the  Inter-Allied  Socialist  Conference, 
in  London,  says: 

The  time  for  such  more  or  less  academic  considerations  is 
past.  All  Socialistic  effort  must  be  concentrated  upon  a  peace 
which  is  tenable  and  bearable  for  alL  And  why  should  it  be 
unbearable  for  England,  France,  Belgium  and  Italy  if  a  peace 
were  concluded  which  restored  in  the  main  the  pre-war  condi- 
tions m  tht  H'tiif  In  any  case  they  would  do  well  to  re- 
member that  a  programme  is  unworkable  as  a  practical  peace 
programme  which  is  drawn  up  beforehand  to  the  disadvantage 
of  the  Central  Powers.  Such  a  programme  could  not  be  realized 
either  by  an  international  Socialist  Congress  or  by  a  diplomatic 
conference,   but  only  by  tht  victory   of  the  Entente. 

If  this  is  representative  of  the  element  in  Ger- 
many which  is  most  antagonistic  to  the  military 
domination,  it  may  be  judged  how  slender  at 
present  is  the  prospect  for  peace  upon  any  basis 
that  will  give  security  to  the  non-German  world. 
The  military  autocracy  has  been  established  in 
Germany  by  successful  aggression.  The  country 
has  gained  in  territory,  wealth  and  power  by  its 
attacks  in  the  past  upon  Denmark,  Austria  and 
France,  and  with  every  peace  dictated  by  the 
sword  the  military  party  is  more  firmly  seated  at 
home  and  a  greater  menace  abroad.  If  this  war 
should  end  with  a  treaty  based  upon  the  theory 
that  Germany  is  the  victor,  the  other  countries 
will  have  no  alternative  but  to  prepare  upon  a 
greater  military  scale  than  ever  before  for 
defense  against  the  next  attack.  The  invasion  of 
Belgium,  the  memoirs  of  Prince  Lichnowsky,  the 
expressions  of  Von  Jagow  and  the  Emperor  upon 
the  subject  of  German  "prestige,"  show  this  con- 
clusively. The  only  way  security  can  be  had 
against  the  party  now  in  the  saddle  in  Germany 
is  indicated  by  Vorwaerts — "by  the  victory  of  the 
Entente."  The  people  of  Germany  must  be  con- 
vinced that  militarism  will  no  longer  bring  more 
territory,  larger  markets  and  greater  prosperity. 
There  never  will  be  a  better  time  than  now  to  de- 
termine whether  or  not  militarism  is  to  rule  the 
world. 

America's  Activities  Quiclceninf. 

The  situation  in  France  has  stimulated  the  ac- 
tivities of  this  coimtry.  Vessels  have  been  pressed 
into  service  and  it  is  no  secret  that  troops  are 
going  forward  rapidly.  As  fast  as  they  leave  the 
training  camps  more  men  are  called  to  the  colors, 
more  cantonments  will  be  built,  and  men  will  go 


across  as  fast  as  transportation  can  be  provided. 
The  shipping  situation  is  looking  better.  The 
yards  are  well  manned,  conditions  are  more  set- 
tled, proficiency  is  improving  as  the  work- 
men gain  experience,  and  now  that  Charles  M. 
Schwab  has  been  drafted  to  head  the  work,  con- 
fidence is  felt  that  the  period  of  divided  authority 
and  confusion  is  over,  and  that  really  great 
achievements  are  to  come.  After  a  few  more 
months,  when  the  launchings  from  the  big  new 
yards  begin,  ships  will  come  forward  in  a  rap- 
idly increasing  stream. 

Concentrating  on  War  Worlt. 

The  entire  industrial  situation  is  coming  into 
more  satisfactory  shape,  as  war  work  assumes  its 
proper  proportions,  and  production  for  ordinary 
consumption  shrinks  correspondingly.  The  coun- 
tr}-  is  being  organized  to  the  one  great  pur- 
pose which  is  now  supreme.  Less  than  a  year 
ago  people  were  arguing  tliat  the  war  require- 
ments could  be  met  by  speeding  up  and  enlarging 
tJie  capacity  of  the  industries,  allowing  other  con- 
sumption to  go  on  as  usual.  It  was  even  said 
that  five  or  ten  per  cent,  of  the  capacity  of  the 
steel  works,  and  about  the  same  share  of  the  ca- 
pacity of  the  textile  mills,  would  take  care  of  the 
war  requirements,  but  today  it  is  realized  that 
the  government  can  use  practically  the  entire 
capacity  of  the  steel  industry,  all  of  the  woollen 
mills,  and  a  very  large  percentage  of  the  cotton 
goods  capacity,  and  all  of  the  man-power  that 
can  be  possibly  had.  Not  one  day's  work  can  the 
country  afford  to  spare  to  unnecessary  tilings 
while  tlie  line  wavers  in  France.  Non-essential 
industries,  and  relatively  unimportant  ones,  are 
being  converted  to  important  work.  Through  the 
reorganized  War  Industries  Board  the  guiding 
hand  of  the  Government  is  reaching  into  every 
locality  and  every  business  and  co-ordinating  all 
agencies  to  the  task  in  hand.  This  is  as  it  should 
be  and  must  be,  for  the  result  of  the  war  will 
depend  upon  superiority  in  industrial  concentra- 
tion. Germany  is  ruthlessly  shutting  down  small 
works  and  concentrating  machinery  and  labor 
where  it  can  be  used  to  the  best  advantage.  Re- 
cent figures  show  that  of  L700  weaving  and  spin- 
ning mills  only  70  are  still  working  at  high  pres- 
sure, in  the  boot  and  shoe  industry  300  factories 
are  all  that  remain  out  of  1,400,  and  in  the  oil 
industry  15  establishments  out  of  720.  Of  course 
these  reductions  are  not  wholly  due  to  concen- 
tration; a  shortage  of  raw  materials  is  largely 
responsible. 

Between  now  and  the  opening  of  another  win- 
ter it  is  expected  that  the  facilities  and  methods 
of  transportation  will  be  very  much  improved. 
The  co-ordination  of  the  railways  will  be  worked 
out,  terminal  conditions  will  be  bettered,  cars 
will  be  built,  and  the  water  lines  will  be  brought 
into  use.  The  new  Erie  Canal  is  now  open  in 
practically  its  entire  length,  and  has  been  taken 
over  by  the  Federal  authorities  for  use  in  con- 


junction  with  the  rail  lines,  barges  will  be  con- 
structed, and  lake  and  river  lines  established  in 
the  middle  West.  All  this  is  work  which  will  not 
show  immediately  on  the  battle  front  in  France, 
but  ultimately  the  effects  will  tell  there.  More- 
over, permanent  benefits  will  surely  result. 

The  Country  United. 

The  best  of  all  signs  are  those  which  tell  of 
growing  unity  and  resolution  of  purpose  among 
the  people.  The  gravity  of  the  conflict,  the  cost 
in  young  life  each  day,  the  importance  of  putting 
oiu-  full  powers  into  it,  are  coming  home  to  tlie 
people.  They  are  seeing  that  it  is  not  to  be  settled 
by  mere  pacifist  speeches  or  conventions.  It 
must  be  fought  out  to  either  victory  or  de- 
feat— to  supremacy  for  the  ideas  which  America 
represents,  or  supremacy  for  the  German  mili- 
tary power.  When  this  is  fully  accepted,  as  it  is 
rapidly  coming  to  be,  the  real  power  of  this 
country  will  come  into  action. 

Labor  conditions  are  better.  There  is  a  spirit 
of  emulation  and  enthusiasm  in  the  shipyards 
which  is  prophetic,  and  patriotism  is  a  dominant 
note.  A  national  industrial  board  of  mediation 
and  conciliation,  composed  of  six  employers,  six 
representatives  of  labor  and  two  representatives 
of  the  public  has  been  created  in  Washington, 
and  has  agreed  upon  certain  principles  which  it 
will  endeavor  to  have  recognized  as  the  basis  of 
industrial  peace  during  the  war.  The  most  im- 
portant condition  is  that  all  controversies  shall  be 
arbitrated  without  cessation  of  work.  Lessons 
are  likely  to  be  learned  from  this  experience  that 
will  be  of  lasting  value  in  the  promotion  of  in- 
dustrial harmony.  The  heads  of  the  labor  or- 
ganizations are  agreed  to  the  arrangement  and 
Siere  is  no  reason  to  doubt  that  they  are  sincerely 
and  loyally  supporting  the  Government,  and 
alive  to  the  issues  of  the  war.  Allowance  must 
be  made  for  some  of  the  difficulties  with  which 
they  are  contending  in  dealing  with  great  bodies 
of  men,  many  of  whom  are  not  as  well  informed 
as  themselves. 

Bond  subscriptions  for  the  Third  Liberty  Loan 
among  the  wage-earners  are  more  general  than 
for  any  of  the  preceding  loans.  The  causes  of 
the  war,  the  reasons  why  this  country  entered  it, 
the  vital  interests  of  all  classes  in  victory,  are 
becoming  daily  more  clearly  understood,  but  there 
should  be  no  relaxation  of  the  efforts  to  make 
them  known. 

Qermany's  World  of  Enemies. 

The  relations  between  Holland  and  Germany 
are  very  much  strained,  and  the  attitude  of  Swe- 
den toward  Germany  is  one  of  alarm,  owing  to 
the  arrival  of  German  troops  in  Finland  and  on 
the  Aland  Islands.  There  is  fear  that  Finland, 
with  which  the  relations  of  Sweden  are  naturally 
intimate,  and  through  which  Sweden  has  access 
to  Russia,  may  become  a  mere  dependency  of 
Germany.    The  Conservative  party  of  Finland, 


represented  by  the  White  Guard,  admits  applying 
to  Germany  for  aid  against  the  Red  Guard,  which 
represents  the  Bolsheviki  element,  but  claims  that 
it  applied  to  Sweden  in  vain  and  had  recourse  to 
Germany  because  help  for  the  maintenance  of 
order  could  be  had  nowhere  else.  The  White 
Guard  and  its  German  allies,  not  content  with 
fighting  the  Red  Guard,  are  attempting  to  seize 
the  Russian  peninsula  upon  which  is  located  the 
open  port  of  Kola,  which  is  connected  with  Pctro- 
grad  by  the  newly  constructed  railway,  but  Brit- 
ish and  French  troops  have  been  landed  there  to 
defend  the  territory  and  probably  to  prevent 
stores  at  Kola  from  falling  into  German  hands. 

The  relations  between  Uruguay  and  Germany 
are  at  a  critical  stage,  owing  to  a  recent  viola- 
tion of  neutral  rights  on  the  high  seas  by  a  Ger- 
man submarine.  The  attitude  of  the  Argentine 
Government  continues  sympathetic  to  the  United 
States  and  hostile  to  German  policies,  but  so  far 
the  Gennan  Government  by  compliance  with  Ar- 
gentine demands  has  averted  a  declaration  of 
war.  Brazil  is  fully  into  the  war,  has  leased  the 
German  ships  seized  in  its  harbors  to  France,  its 
navy  is  doing  patrol  duty,  has  passed  a  conscrip- 
tion law,  and  has  in  training  an  army  which  will 
probably  be  sent  to  France  before  long.  A  com- 
mission of  army  engineers  is  now  in  this  country 
buying  army  equipment  and  supplies.  All  the 
otlier  countries  of  South  and  Central  America 
are  sympathetic  toward  tlie  course  pursued  by 
the  United  States. 

Russia,  although  unable  to  help  itself  at  pres- 
ent, is  boiling  with  re.sentment  for  the  indignities 
imposed  upon  tlie  country  by  Germany,  and  the 
loss  of  territory  will  be  a  lasting  grievance.  There 
is  continual  friction  with  the  German  officials  in 
the  Ukraine  and  occupied  provinces,  and  when- 
ever Russia  is  in  position  to  exert  her  national 
strength  there  will  be  another  chapter  added  ti. 
the  late  peace  negotiations. 

Third  Liberty  Loan. 

At  this  writing  the  Third  Liberty  Loan,  for 
$3,000,000,000  and  over-subscriptions,  is  in  its 
last  week.  The  subscriptions  have  come  more 
readily  in  the  smaller  cities  and  rural  communi- 
ties than  heretofore,  a  fact  which  may  be  at- 
tributed in  part  to  better  organization  and  in 
part  to  a  better  general  comprehension  of  the 
national  effort  called  for  by  the  war.  The  Minne- 
apolis district,  which  failed  to  raise  its  quota  of 
the  first  loan,  completed  its  quota  for  the  third 
loan  in  the  first  week,  and  will  go  over  it  by  50 
per  cent,  or  more.  The  change  in  the  attitude 
of  the  foreign-bom  population  is  marked.  The 
ninth  district  of  the  City  of  Minneapolis,  of 
which  the  population  is  ninety  per  cent,  of  for- 
eign blood,  subscribed  $60,000  to  the  Second 
Loan  after  a  full  month  of  canvassing,  and 
$375,000  in  the  first  week  of  the  Third  Loan. 
These  sums  are  mainly  in  $50  and  $100  sub- 
scriptions.    The  small  towns  and  farming  dis- 


tricts  in  the  Middle  West  are  reported  as  gen- 
erally over  their  quotas  for  this  Loan. 

We  take  this  to  mean  that  the  people  are  now 
satisfied  that  the  United  States  is  rightfully  in 
the  war,  and  are  rallying  to  the  support  of  their 
sons  who  are  on  the  way  to  France.  The  ideas 
which  had  a  certain  currency  in  the  early  days  of 
the  war,  that  it  was  no  affair  of  ours,  that  it  was 
only  a  quarrel  among  the  royalties  of  Europe, 
that  it  was  promoted  by  Wall  Street  and  muni- 
tion manufacturers,  all  of  which  were  counte- 
nanced for  a  time  by  persons  who  should  have 
known  better,  have  been  dissipated.  It  is  realized 
that  the  modem  world  is  too  small  for  the 
United  States  to  be  remote  and  detached  from 
any  struggle  in  which  fundamental  public  rights 
are  involved. 

New  York  City  is  behind  the  record  made  in 
the  other  two  loans,  which  is  due  in  part  to  the 
fact  that  many  corporations  and  individuals  hav- 
ing their  offices  in  this  city  and  which  have  here- 
tofore entered  their  subscriptions  here  are  this 
time  subscribing  where  their  works  or  residences 
are  located.  This  is  the  result  of  close  canvass- 
ing elsewhere.  The  heavy  income  and  excess 
profits  taxes  which  must  be  paid  next  month  are 
also  affecting  the  large  subscriptions.  Men  in 
business,  although  their  books  show  taxable 
profits,  find  it  difficult  to  spare  money  from 
working  capital.  The  railway  companies  are  af- 
fected by  their  new  situation,  and  by  the  low 
earnings  of  the  winter  months.  Finally,  many  of 
the  large  subscribers  to  the  previous  loans  bor- 
rowed freely  for  their  payments,  have  not 
liquidated  this  indebtedness  and  feel  constrained 
to  catch  up.  Neverthless  it  is  believed  that  every 
Federal  Reserve  district  will  show  an  oversub- 
scription. 

Money  Market. 

Time  money  is  on  a  6  per  cent,  basis  and  the 
market  is  without  unusual  features.  Call  money 
has  ranged  from  2  to  6  per  cent,  during  the 
month,  with  4  to  5  as  the  common  range.  Con- 
sidering the  heavy  payments  in  sight,  for  the 
Liberty  Loan  and  taxes  and  the  enormous  turn- 
over in  trade  and  industry,  the  situation  is  easier 
than  might  be  expected,  but  this  is  explained  by 
the  increased  resort  to  the  Federal  Reserve 
banks.  The  gain  in  freight  deliveries  and  in- 
creased marketing  of  grain  and  live  stock  since 
the  1st  of  March  has  promoted  a  more  rapid 
movement  of  funds.  There  is  a  good  distribu- 
tion of  commercial  paper  the  country  over,  and 
current  requirements  of  money  seem  to  be  satis- 
factorily met. 

The  Federal  Reserve  banks  have  taken  care  of 
the  commercial  loan  expansion  this  spring.  At 
the  opening  of  the  campaign  for  the  Second  Lib- 
erty Loan  early  last  October,  the  total  earning 
assets  of  the  Federal  Reserve  banks  were  $.S80,- 
851,000.    They  rose  from  that  to  $1,081,022,000 


on  December  21,  by  whicli  time  the  loan  was 
mainly  paid  up,  then  gradually  declined  to  $951,- 
989,000  on  February  15,  from  which  they  had 
risen  to  $1,286,162,000  on  April  26.  The  loans 
and  investments  of  the  member  banks  reporting 
to  the  Federal  Reserve  Board,  other  than  those 
secured  by  government  obligations,  aggregated 
$9,985,734,000  on  April  19,  which  compares  with 
$9,574,074,000  on  December  28,  and  $9,941,331,- 
000  on  March  1.  But  while  the  member  banks 
have  been  keeping  down  their  holdings  of  loans 
to  customers  (by  re-discounting  at  the  Federal 
Reserve  banks)  tliey  have  been  increasing  their 
holdings  of  government  securities  from  $891,- 
626,000  on  December  28  to  $2,106,770,000  on 
April  19.  The  latter  consist  chiefly  of  certificates 
of  indebtedness,  which  will  be  paid  off  out  of  the 
proceeds  of  the  Third  Liberty  Loan,  but  that 
operation  will  probably  involve  a  further  increase 
of  individual  loans.  There  is  no  dodging  the 
fact  that  these  figures  show  continual  expan- 
sion. The  total  earning  assets  of  the  twelve 
Federal  Reserve  banks  in  April,  1917,  were 
about  $225,000,000. 

Of  course,  tliis  increase  of  loans  is  accom- 
panied by  an  increase  of  deposits,  and  it  is  sur- 
prising how  many  persons,  even  among  bankers, 
comment  upon  increasing  deposits  under  these 
conditions  as  a  favorable  sign.  They  argue  from 
increasing  deposits  an  increasing  ability  to  make 
loans,  although  every  banker  must  know  from  his 
own  experience  that  these  deposits  are  due  to 
the  growth  of  the  loans.  It  is  an  obvious  fallacy 
to  suppose  that  deposits  which  are  created  by 
loans  increase  the  capacity  of  the  banks  to  make 
more  loans.  A  bank  customer  borrows  and  takes 
credit  in  his  account;  he  checks  the  sum  out  in 
the  course  of  business  and  his  check  becomes  a 
deposit  in  another  bank ;  the  same  thing  is  going 
on  in  tens  of  thousands  of  instances,  and  the 
volume  of  bank  deposits  is  swollen  in  each  in- 
stance, and  remains  swollen  except  as  drawn 
upon  to  pay  off  bank  loans.  The  latter  action 
constitutes  the  only  method  by  which  this  process 
of  inflation  is  counteracted. 

This  increase  of  bank  deposits  is  not  a  matter 
for  congratulations.  It  means  inflation,  a  cor- 
responding increase  of  prices,  higher  war  costs, 
and  a  greater  indebtedness  to  be  paid  off  after 
the  war. 

The  Bond  Market. 

Following  the  record-breaking  days  in  Lib- 
erty bonds  recorded  during  the  last  week  of 
March,  the  April  bond  market  opened  rela- 
tively firm  bu't  with  only  moderate  activity, 
This  was  anticipated,  as  the  Third  Liberty 
Loan  has.  absorbed  the  attention  of  the  bond 
houses  during  the  month,  their  entire  organ- 
izations having  devoted  their  energies  to  the 
successful  flotation  of  the  Loan.  No  new  is- 
sues of  importance  have  been  offered  but  short- 


ly  after  the  close  of  the  Liberty  cainpaig;n 
several  new  issues  are  anticapatcd,  as  it  has 
been  reported  that  the  Capital  Issues  Commit- 
tee approved  $33,000,000  of  securities  during 
the  week  ending  April  15. 

In  spite  of  the  German  drive,  which  has 
brought  us  discouraging  news  from  week  to 
week,  prices  generally  have  remained  firm  with 
advances  in  many  issues,  though  the  market 
has  been  generally  dull.  New  York  City  issues 
in  general  suffered  declines,  and  Deputy 
Comptroller  Philbin  announced  the  sale  of  $5,- 
000,000  New  York  Revenue  Bills  on  a  4.875% 
basis  compared  with  the  sale  of  $8,000,000  on 
March  12  on  a  4.79%  basis. 

French  municipal  issues  were  the  outstand- 
ing feature  of  the  general  advance,  while 
public  utilities  registered  their  first  improve- 
ment of  the  year. 

The  third  week  of  the  month  found  the  stock 
market  active  and  firm,  with  specialties  enjoy- 
ing substantial  advances.  Liberty  Syis  were 
.stronger  and  the  First  and  Second  4s  advanced 
about  1/2%  but  did  not  reach  their  high  figures 
of  March. 

There  has  been  little  liquidation  during  the 
progress  of  the  Loan  and  few  offerings  are 
pressed  for  sale.  A  continuance  of  this  condi- 
tion should  undoubtedly  result  in  an  upward 
swing  in  bond  prices  during  May  if  the  Lib- 
erty Loan  is  substantially  over-subscribed. 

The  average  price  of  40  standard  issues  as 
reported  by  the  Wall  Street  Journal  on  April 
29,  was  83.61,  which  shows  an  advance  of  .64 
compared  with  82.97  on  March  28,  and  a  de- 
cline of  8.39  compared  with  the  price  of  92.00 
on  April  29,  1917. 

Foreign  Exchanges. 

The  long-contemplated  measure  to  permit 
the  melting  of  silver  dollars,  for  the  purpose 
of  increasing  the  supply  of  silver  bullion  avail- 
able for  the  settlement  of  foreign  exchange  bal- 
ances, finally  passed  Congress  almost  with- 
out opposition,  the  provisions  having  been  so 
adjusted  that  no  permanent  change  in  the  coun- 
try's monetary  system  is  effected.  The  num- 
ber of  dollar  pieces  which  may  be  released  is 
350,000,000,  and  the  resulting  billion  may  be 
sold  by  the  Secretary  of  the  Treasury  at  not 
less  than  $1  per  fine  ounce  of  silver  contained, 
but  upon  every  such  sale  the  Secretary  is 
directed  to  immediately  instruct  the  Director 
of  the  Mint  to  purchase  an  equal  amount 
of  fine  silver  bullion,  the  product  of  mines  lo- 
cated in  the  United  States  and  of  smelting 
works  so  located,  at  the  fixed  price  of  $1  per 
ounce,  the  said  silver  to  be  coined  to  replace 
the  dollar  pieces  melted.  In  case  the  market 
price  should  rise  above  $1  per  ounce  purchases 
evidently  will  be  postponed. 

No  silver  dollars  may  be  melted  except  as 
silver  certificates   which   may   be   outstanding 


against  them,  are  retired,  and  in  order  to  avoid 
any  contraction  of  the  currency  supply  the 
Federal  Reserve  banks  will  be  permitted  or 
required  by  the  Federal  Reserve  Board  to  issue 
Federal  Reserve  bank  notes  in  amount  equal 
to  the  silver  dollars  melted,  these  notes  to  be 
secured  by  United  States  Treasury  Certificates 
or  one  year  gold  notes.  These  new  bank  notes 
must  be  retired  when  and  as  new  silver  dol- 
lars are  coined  to  replace  the  dollars  melted. 
The  provisions  as  to  reserve  which  have  here- 
tofore applied  to  Federal  Reserve  bank  notes 
will  apply  to  these  notes,  and  are  the  same  as 
for  national  bank  notes. 

This  act  adds  the  equivalent  of  nearly  two 
years'  production  of  silver  at  the  present  rate 
to  the  world's  stock,  and  will  enable  this  coun- 
try to  settle  trade  balances  in  favor  of  India 
and  other  silver-importing  countries. 

Abnormal  Exchange  Conditions. 

The  high  price  of  silver  is  causing  an  export 
movement  of  silver  coin  from  the  countries  of 
Central  and  South  America  and  Mexico  which 
threatens  to  denude  them  of  coin  for  local  trade 
uses.  Large  quantities  are  being  received  at  the 
United  States  Assay  Office  in  this  city.  Another 
novel  feature  is  a  premium  upon  gold  for  ex- 
portation to  certain  countries.  Under  the  United 
States  embargo  regulations  gold  imported  into 
this  country  in  the  form  of  ore  may  be  re-ex- 
ported to  Uie  country  from  whence  it  was  re- 
ceived, and  the  demand  for  means  of  remit- 
tance to  those  countries  has  placed  this  gold  at 
a  premium. 

The  United  States  Government  is  under- 
stood to  have  negotiations  under  way  with 
several  countries  looking  to  the  support  of  dol- 
lar exchange.  We  have  heretofore  mentioned 
the  granting  of  extensive  credits  by  Argentina 
to  Great  Britain,  France  and  the  United  States. 
Brazil  has  granted  a  large  credit  to  France  and 
Uruguay  has  granted  one  to  Great  Britain. 
An  arrangement  having  official  approval  has  been 
effected  by  which  a  committee  of  Spanish  bank- 
ers and  merchants  will  grant  credits  to  a  simi- 
lar organization  of  Frenchmen  at  the  rate  of 
about  $7,000,000  per  month,  in  the  form  of 
drafts  running  ninety  days  and  renewable  for 
two  years.  An  arrangement  similar  to  this  has 
been  in  effect  for  some  months  between  France 
and  Switzerland,  and  another  has  been  an- 
nounced recently  between  England  and  Swit- 
zerland. 

Just  at  this  time  the  exchange  situation  be- 
tween the  United  States  and  Spain  is  more 
unfavorable  to  the  dollar  than  at  any  time 
heretofore,  although  it  has  been  unfavorable 
for  two  years.  The  par  of  the  Spanish  peseta 
is  19.3  cents,  and  for  years  prior  to  the  out- 
break of  the  war  the  paper  and  silver  pesetas 
were  below  par,  but  the  exchange  rate  last 
month  was  as  high  as  30,  and  is  now  about  27^ 
or  at  a  premium  of  about  50  per  cent. 


These  conditions  are  abnormal,  and  due  to 
the  unbalanced  state  of  trade,  but  there  are  per- 
sons who  insist  upon  holding  bankers  and  ex- 
change dealers  responsible.  When  there  is  no 
restraint  upon  shipments  of  gold,  and  transpor- 
tation and  insurance  charges  are  normal,  ex- 
change rates  seldom  exceed  by  more  than  a 
fractional  percentage  the  cost  of  shipping  gold, 
and  are  usually  below  it,  but  with  an  embargo 
upon  the  movement  of  gold  the  establishment 
of  a  credit  in  a  country  like  Spain  is  a  difficult 
matter. 

Spanish  Excbaage. 

There  is  evidently  much  misapprehension 
upon  this  subject.  It  is  commented  upon  as  a 
very  simple  matter,  involving  "only  the  transfer 
of  credit,"  as  though  it  was  something  that  could 
be  handled  wholly  from  here.  But  credit  must 
be  granted  in  Spain ;  arrangements  must  be  ef- 
fected with  responsible  parties  in  Spain  by  which 
they  will  assume  and  pay  the  debts  owing  there. 
Spain  is  not  normally  a  creditor  nation,  and  not 
accustomed  to  granting  credits  to  foreigners 
running  into  tens  of  millions  of  dollars.  London 
does  not  readily  obtain  such  credits  there,  nor 
does  the  United  States,  and  if  obtained  at  all  it 
must  be  on  the  terms  dictated  in  Spain. 

The  discount  upon  dollar  credits  in  Spain  is 
due  to  the  close  relation  existing  between  the 
dollar  and  the  pound  sterling.  The  trade  be- 
tween Spain  and  the  United  States  yields  a  bal- 
ance favorable  to  the  latter,  but  the  trade  ,be- 
tween  England  and  Spain  is  heavily  against  Eng- 
land, and  since  the  pound  sterling  is  artificially 
supported  in  New  York  it  is  possible  for  Madrid 
to  convert  its  sterling  credits  into  New  York 
exchange  thus  enabling  it  to  sell  dollars. 
This  situation  has  prompted  some  persons  to  say 
that  arbitrage  transactions,  as  such  operations 
are  called,  should  be  forbidden,  but  arbitrage 
transactions  on  the  whole  effect  great  economies 
in  international  trade.  The  process  of  "clearing," 
by  which  all  of  the  banks  within  a  given  territory 
settle  with  each  other  through  a  clearing-house, 
illustrates  the  principle  of  arbitrage  trading  in 
exchange.  It  is  simply  a  shifting  of  international 
debits  and  credits  to  accomplish  their  settle- 
ment in  the  easiest  manner. 

Italian  Exchange. 

In  our  relations  with  Italy  the  situation  is  re- 
versed from  what  it  is  in  our  relations  with 
Spain.  The  mint  par  of  the  Italian  lire  in 
United  States  money  is  the  same  as  that  of  the 
French  and  Swiss  franc  and  the  Spanish  peseta, 
19.3,  but  while  peseta  drafts  have  been  selling 
in  the  last  few  days  at  better  than  4  pesetas  to 
the  dollar,  lire  drafts  have  sold  as  low  as  9 
lire  to  the  dollar.  This  shows  the  degree  of  con- 
fusion and  disorganization  which  exists,  and  all 
because  the  free  movements  of  the  money  metals 
are  suspended,  and  no  international  medium  of 
exchange  exists. 


A  glance  at  the  records  of  trade  between  the 
United  States  and  Italy  will  show  why  exchange 
rates  between  these  countries  are  demoralized. 
For  the  eight  months  ending  with  February  ex- 
ports from  this  country  to  Italy  aggregated 
$321,895,704,  while  imports  from  Italy  aggregat- 
ed $20,611,789.  For  the  corresponding  months 
of  the  previous  year  exports  were  $228,292,810 
and  imports  $32,116,168,  and  in  1915-16  our  ex- 
ports were  $181,361,820  and  imports  $34,313,684. 
For  the  month  of  February  last  our  exports  were 
$38,178,836,  as  compared  with  $16,661,196  in 
corresponding  month  last  year,  and  our  imports 
$1,904,962,  as  compared  with  $2,351,837.  It 
will  be  seen  that  Italy  has  been  steadily  and 
heavily  increasing  her  purchases  in  this  market 
and  at  the  same  time  sending  us  fewer  and 
fewer  goods. 

If  Italy  had  favorable  balances  in  her  trade 
with  other  countries  they  might  be  converted  by 
arbitrage  transactions  to  offset  these  adverse 
balances  here,  but  she  has  none  that  can  be  so 
used.  Italians  in  this  country  are  steady  buyers 
of  Italian  exchange,  but  their  remittances  will 
not  take  care  of  a  situation  like  this.  The 
United  States  government  has  loaned  important 
sums  to  Italy,  but  not  enough  to  balance  the 
trade  account.  The  Italian  government  has 
taken  several  steps  to  regulate  the  situation,  as 
by  requiring  all  exchange  transactions  to  be  sub- 
ject to  the  supervision  of  a  government  board, 
and  recently  forbidding  transactions  in  futures. 
The  latter  creates  a  very  serious  obstacle  to 
trade.  An  American  exporter  taking  an  order 
in  Italy  today  will  base  his  prices  upon  the  rela- 
tion of  the  lire  to  the  dollar,  but  he  will  not 
dare  to  take  an  order  in  terms  of  lire  unless 
at  the  time  of  taking  the  order  he  can  arrange 
for  converting  lire  into  dollars. 

It  is  perfectly  evident  that  Italy  cannot  con- 
tinue to  buy  in  this  country  as  she  has  been 
buying  in  the  last  year,  unless  credits  are  created 
here  by  which  payments  can  be  made,  and  in 
the  present  state  of  affairs  there  is  only  one  pos- 
sible source  for  such  credits. 

Qovemment  Assistance  Necessary. 

In  such  times  as  these  international  credits 
upon  the  scale  required  can  only  be  arranged  by 
governmental  assistance.  How  else  can  a  trade 
balance  of  $300,000,000  in  a  year  between  Italy 
and  the  United  States  be  managed  ?  The  credits 
granted  by  the  government  of  Argentina  to  the 
governments  of  Great  Britain,  France  and  the 
United  States  aggregate  $240,000,000.  This  sum 
represents  accruing  trade  balances;  it  is  due,  or 
will  be  due,  to  private  citizens  of  Argentina,  and 
their  government  undertakes  to  pay  them  and  re- 
ceive reimbursements  later  from  the  govern- 
ments in  whose  favor  the  credits  are  granted. 
Eventually  the  exchanges  will  come  into  bal- 
ance again,  large  sums  will  be  owing  in  Lon- 
don and  Paris  upon  capital  employed  in  Argen- 


tina,  and  these  advances  will  probably  be  liqui- 
dated without  the  movement  of  gold,  but  mean- 
while mutual  interests  are  served  by  the  estab- 
lishment of  these  credits.  Argentine  products 
could  not  be  sold  unless  means  of  payment 
were  provided. 

At  this  writing  the  Argentine  credit  arranged 
for  two  months  or  so  ago,  in  favor  of  the  United 
States  is  exhausted,  and  exchange  rates  are 
slightly  more  unfavorable  to  this  country,  al- 
though sustained  by  an  expectation  that  an  addi- 
tional credit  will  be  granted. 

In  our  relations  with  Uruguay  the  situation  is 
worse,  with  the  dollar  at  a  discount  of  about 
20  per  cent.     Negotiations  are  pending  there. 

Canadian  Exchange. 

The  balance  of  trade  between  Canada  and  this 
country  is  so  largely  in  favor  of  the  latter  that 
New  York  drafts  are  at  a  premium  of  about 
t%vo  per  cent,  in  Montreal.  The  Canadian  gov- 
ernment is  considering  an  embargo  upon  certain 


importations  from  this  country  as  a  means  of 
restoring  the  balance,  unless  a  credit  can  be  es- 
tablished here.  The  Prime  Minister,  Sir  Robert 
Borden,  and  Finance  Minister,  Sir  Thomas 
White,  are  in  this  country  for  conferences  in  this 
city  and  Washington  to  determine  what  shall  be 
done.  Canada's  problem  in  this  instance  is 
similar  to  ours  with  Argentina  and  Uruguay, 
and  the  remedy  would  seem  to  be  a  grant  of 
credit  by  Washington  or  a  shift  of  credit  from 
I-ondon,  as  the  balance  between  London  and 
Montreal  is  understood  to  be  in  favor  of  the 
latter. 

War  Saving  Stamps. 

The  sales  of  War  Savings  and  Thrift  stamps 
for  the  first  25  days  of  April  aggregated  $53,838,- 
215,  or  an  average  of  $2,153,528  per  day.  The 
sales  are  steadily  increasing  as  the  working 
organization  is  extended.  The  State  of  Nebraska, 
under  the  leadership  of  Mr.  Ward  Burgess  of 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  APRIL  26,  19ia 
(In  Thousands  of  Dollars) 


BESOURCES 

Gold  coin  and  certificates 

Boston 

9.833 

69.868 

3.675 

N.Y. 

HOJUl 
85.774 
18.112 

Pbila. 

9.185 

4333 

3.675 

Clev'd 

30.539 

49.733 

4.725 

Rich'd 

6,435 
11.156 
1.837 

AtlanU 

6,833 

16,680 

1.575 

Chlcaso 

28,676 

71325 

7350 

St  Louis 

1.762 
17.179 
2.100 

M-npl-s 

16,423 
13.180 
2.100 

Kas-Citr 

235 

33367 

2,625 

Dallas 

4.958 
10345 
1.838 

S.Fysoo 

31.100 
17,277 
2.888 

TotU 

486320 

Gold  SeiUement  Fund 

Gold  witil  foreign  agencies 

439,477 
52300 

Total  eold  held  by  banks 
Gold  with  Federal  Ueserve 

83J76 

48.211 
1.997 

444.727 

208.827 
10.000 

56.?.'3 

82.744 
2.500 

84,997 

9232 
397 

19.428 

29380 
1.028 

25,088 

33,832 
1.403 

107351 

138,432 
1,571 

21.041 

33.408 
1.542 

31.703 

35,089 
1311 

36,427 

45,158 
813 

17.141 

14.261 
1363 

51,265 

62.084 
164 

978.7W 
824,218 

Gold  Redemption  Fund. . . 

23.985 

Total  cold  reserves.. 

Lesal  tender  notes,  Sliver, 

etc 

133.584 
2074 

663.S54 
47.484 

141,497 
1.450 

177,686 
763 

50336 
393 

60329 
1.102 

247354 
5.069 

55,991 
1388 

68,103 
361 

82398 
292 

32.665 
2.709 

113303 
360 

1327300 
63345 

Total  Reserves 

Bills  discounted.  Members 
Bills  bo  uglitin  open  Duirlt't 

135.658 
54.307 
16,636 

711.038 
434.256 
121.027 

142.947 
35.351 
26303 

178.449 
58.212 
20.628 

50.729 

47,333 

5  177 

61,431 

20.831 

8.552 

29,403 

727 

1.226 
133 

252,423 
88,553 
48.002 

57379 
43,656 
11.381 

68.464 
14,591 
11.546 

82.690 

43.912 

7.132 

35  374 

26.167 

4555 

30,722 

3.969 

2.632 
1.349 

38.672 

20.711 

113363 
34.999 
21.490 

1390  945 

902,188 

30239* 

Total  bills  on  band.. 
17.  S.  Govemm't  lone-term 

70,913 

861 

1,421 

555,283 
1.594 
2319 

61,654 
2,029 
4,163 

78,840 
7.788 
11,004 

52310 
1,233 
1.523 

136.555 

7.684 

4,072 
430 

55,037 

2333 

511 
291 

26,137 

2.005 

1334 
3)1 

51.0U 

83C2 

4.645 
121 

56,489 

2.461 

1.957 
97 

c  1304387 
41.446 

U.S.  (iovemm'tshort-term 

37.407 

All  other  earainc  assets. . . 

2.722 

Total  Eamlntt  Assets 
Due  fr. other  V.  it.  l^ks.  net 
Uncollected  Items 

73.195 

13 

21.446 

539,196 
87.194 

67.846 

7393 

39.242 

97.632 
32.552 

55.266 

1345 

25.631 

31.489 
3365 
19,974 

148.741 
16349 
49321 

58,072 
31.622 

83.622 

30377 
3,931 
7,797 

64.672 

3,148 

25371 

61.004 
8  573 
17.170 

1386.162 
b  10314 
378331 

Total  deduction  from 

21,464 

87,194 

46.635 
356 

32352 

26.976 

23339 
3 

66,170 

U.728 

28319 
391 

20.711 
137 

25,743 

388,845 

UreUemptionfund  aaainsi 

528 

All  other  resources 

3.J9 

TOTAL  RESOURCES 

230  317 

1457.428 

257.784 

398.633 

132  971 

116.262 

2,964 

40 
4.496 

37.802 
12,403 

14 

467.3:!4 

9.711 
216 

17,767 

186312 
22.638 

2.077 

147373 

110.569 

176.272 

94.894 

200,610 

].566339 

I>lAniT.ITlES 

Capital  I'aidin 

6,444 

75 
12,858 

91.586 
17,088 

19.699 

6t9 

8,448 

667,602 
52.733 
25,074 

75.815 

6.909 

9,408 

88.452 
31.939 

8,504 

19,050 

112.321 
24.041 
3342 

178 

3,792 

116 

7,069 

42.680 
17.638 

3.509 

11373 

51.106 

19316 

961 

39 

2,765 
38 

6,037 

41.235 
5,508 

22 

3.444 

10,459 

70,758 
11326 

2317 

3,606 

39318 
8.802 
4.231 

4305 

20,193 

67345 
11.540 

3.745 

7436S 

Surplus  

1.134 

Government  Deposits 

Due  to  members— reserve 
sccount 

130.668 
1.497.416 

Collection  Items 

Due  to  other  F.  H.  Die's  net 

other  deposits  ineld'c  For. 

0«venunent  credits 

235,174 
81390 

Total  Oroes  Deposits. . . . 

F.  R.  Notes  in  actual  clrcu- 

laUon 

121.532 
101,467 

799 

S29.672 
500,640 

6.768 

129.799 
121,076 

159.132 
140,236 

761 

67387 
61,580 

96 

54.717 
58.541 

229,294 
227,156 

958 

82.694 
603«7 

503 

52302 
54.731 

233 

92.743 

71,330 

7,896 

860 

56,156 
35.622 

199 

103X128 
92387 

290 

1345.148 
a  1326332 

F.  R.  Bank  Notes  in  circu- 
lation, net  liability 

All  other  Liabilities  Incl. 
Foreiipi  Qovem't  credits 

739S 
11.467 

TOTAL  Lt ABILITIES 

230JI7 

l.r;37.428 

237.784 

308.633 

132.971 

IIB.262 

467334 

147.573 

110369 

176.272 

91.894 

200.610 

3.-566339 

(a)  Total  Reserve  notes  In  circulation.  1.52fi.232. 

(b)  Dirierence  between  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  10.314 :  Ratio  of  irold  reserves  to 
net  deposit  and  Federal  Reserve  note  liabilities  combined  59.3X.  Ratio  of  total  reserves  to  net  deposit  and  Federal  Reserve  note 
liabilitie*  combined  61.».  ..  ^       «„.,«.„ 

(c)  Bills  discounted  and  bouibt:  U.  S.  Government  short  term  securities ;  municipal  warrants,  etci  1—15  days  678323 :  16-30  dsTi  200359: 
31-60  days  222,296;  61-M  dare  11238S:  over  90  days  27,685.    ToUl  1,242348. 
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Omaha,  leads  all  other  states,  having  taken  to 
April  1st  $14,343,991  of  stamps,  against  $12,273,- 
783,  by  New  York,  the  second  State.  Nebraska 
has  bought  an  average  of  $11.06  for  ever>-  man, 
woman  and  child  in  the  State,  which  sets  a  high 
mark  for  others  to  aim  at.  It  is  evidently  going 
to  raise  its  quota  of  the  $2,000,000,000  issue  with 
ease. 

Great  Britain's  EflFort. 

We  gave  last  month  a  forecast  of  the  figures  for 
the  British  Government's  fiscal  year,  which  ended 
March  31st,  but  the  complete  figures  are  now 
available  and  are  sufficiently  remarkable  to  merit 
a  re-statement.  The  total  expenditures  for  the 
year,  including  loans  to  allies,  were  $13,450,000,- 
000,  and  the  revenues  $3,536,172,000,  leaving  a 
deficit  of  approximately  $9,914,000,000,  which 
was  raised  by  various  forms  of  borrowing.  The 
national  debt  at  the  end  of  the  year  was  $29,401,- 
000,000. 

The  Chancellor  of  the  Exchequer  has  submit- 
ted to  Parliament  his  budget  for  the  new  year. 
The  estimated  expenditures  are  $14,860,985,000 ; 
revenues,  including  new  taxation,  $4,210,250,000, 
balance  to  be  raised  by  loans,  approximately 
$10,650,000,000.  The  national  debt  after  another 
year  of  war  will  be  about  $40,000,000,000. 
Against  this  there  will  be  recoverable  assets,  in- 
cluding claims  upon  allies,  of  something  like  $10,- 
000,000,000.*  The  Chancellor  stated  that  Great 
Britain  had  borrowed  of  the  United  States  during 
the  year  only  to  the  extent  that  it  had  loaned  tq. 
its  allies. 

The  new  taxes  proposed  by  the  Government, 
like  the  existing  levies,  will  fall  mainly  upon  in- 
comes and  luxuries.  The  basic  income  tax  is  to 
be  raised  from  5  shillings  in  the  pound  sterling 
(25  per  cent.)  to  6  shillings  (33  1-3  per  cent.) 
and  the  super  tax  also  will  be  raised.  Tobacco, 
beer  and  spirits  will  pay  considerably  higher 
taxes,  but  the  only  new  levies  upon  necessaries 
are  increases  upon  sugar  and  matches. 

It  is  to  be  remembered,  of  course,  that  these 
figures  are  for  the  United  Kingdom  alone,  and 
do  not  include  the  budgets  of  the  British  colonies 
and  dependencies,  which  are  all  making  similar 
expenditures  in  proportion  to  their  resources, 
and,  also,  that  while  proposing  to  spend  nearly 
$15,000,000,000  in  the  coming  year,  the  United 
Kingdom  is  about  to  raise  the  military  age  to 
50  years.  The  enormous  war  burdens  there- 
fore are  to  be  borne  by  that  part  of  the  nation 
remaining  in  industry  after  the  able-bodied 
men  between  18  and  51  are  withdrawn  from 
productive  activity. 

The  proposals  of  the  new  man-power  act 
now  pending  are  summarized  as  follows: 

1.  Ace. — The  raising  of  the  military  age  to  50  years. 

2.  laXLAHD. — The  enactment  of  tlie  principle  that  Irishmen  are 
liable  to  compulsory  military  service  for  the  defense  of  the 
Empire  on  the  same  terms  as  Englishmen,  Scotsmen  and 
Welshmen. 

For  convenience  the  pound  sterling  has  been  converted  at 
$S.OO  which  makes  all  above  flgurea  slightly  larger  than  upon 
precise  computation. 


3.  Exemptions. — A  complete  recasting  of  the  present  system 
of  appeal  and  exemption  by  the  aoolition  of  the  principle  of 
the  granting  of  exemption  by  a  tribunal,-  and  the  substitution 
for  it  in  cases  of  proved  necessity  of  a  recommendation  for 
the    postponement   of   calling   up    for_  a    given    period. 

4.  A  Comb-out." — An  immediate  withdrawal  of  exemption 
from  men  in  Grades  1  and  2  within  the  present  military  age 
limits,  with  the  exception  of  those  engaged  in  vital  national 
work  such  as  shipbuilding,  agriculture,  and  the  manufacture 
of  aeroplanes,  guns,  tanks,  and  other  munitions  of  war, 
and    of   others    of   proved   indispensability. 

=■.  The  Clergy. — The  bringing  o.  clergymen  and  other  minis- 
ters of  religion  within  the  orbit  of  the  Service  Acts  by  the 
offer   of   non-combatant   work. 

6.  Lads  of  18. — The  rescission  of  the  decision  that  men  shall 
not  be  sent  to  serve  abroad  before  they  attain  the  age  of 
19  years,  subject  to  the  conditions  that  the  military  age  is 
not  brought  below  the  present  limit  of  18  years,  and  that, 
if  lads  are  sent  abroad  before  they  are  19  years  old,  they 
shall  not   be  used   for  service  in   the   front  line. 

7.  GovE«NMENT  OFFICES. — The  application  of  the  same  measure 
to  men  in  clerical  employment  under  the  Government  as  to 
men    in   civilian   employment   elsewhere. 

8.  New  Test. — The  application  of  a  mixed  test  by  physical 
fitness  and  occupation  to  the .  future  grading  of  men  of 
military  age. 

9.  "Cleam  Cuts." — The  summoning  of  recruits  to  the  colours 
by   "clean   cuts''  by  age  and  grade. 

10.  Luxuav  Trades. — The  abandonment  of  the  principle  by 
which  so-called  luxury  trades  have  been  allowed  to  keep 
(at  a  minimum)  the  framework  of  their  businesses  in  being, 
and  the  definite  assertion  of  the  principle  that  the  imperative 
needs   of   the    State   must   override   all    private  considerations. 

11.  No  Industkiai.  CoNscaiPTioN. — The  renewal  of  the  pledge 
that  no  form  of  industrial  conscription  shall  be  introduced, 
but  that  the  new  measures  shall  he  solely  directed  to  mili- 
tary objects. 

The  policy  embodied  in  this  measure  and  in 
the  budget  proposals  is  one  of  absolute  devotion 
of  the  resources  of  the  nation  to  the  prosecution 
of  the  war.  France  and  Italy  are  doing  like- 
wise. Belgium  and  Serbia  have  given  everything, 
and  we  in  the  United  States  must  understand 
what  others  are  doing  in  order  to  appreciate  our 
own  duty. 

Discount  Rates. 

Discount  raits  of  each  Federal  Reserve  Bant  approved  by 
the  Federal  Reserve  Board  up  to  April  29,  191S. 


MATURITIES. 


Discounts. 


Bank. 


Boston 

New  York'.. 
Philadelphia 
Cleveland... 
Richmond... 

Atlanta 

Chicaeo 

St  Louis 

Minneapolis. 
Kansas  City  . 

Dallas 

S'oFranciaco 


lili  16 

*^  =    .o  60 

*S      in 
^lelndR 

I 


4 

4 

4 

4!i 

4K 

4 

4 

4 

4 

4 

4 

4 


4« 
4K 

4K 

<>^ 
4>i 

W. 
4M 
4K 
4« 


61 
lo  90 
dayt, 

iii- 
dtuivv 


■•H 

4K 

4K 

4K 

4K 

S 

4X 

5 

4« 

5 

W. 


Is 


I  Scented  br  U.  S. 
I   cenifioiiei  of  in- 
debtedness or 
Liberty  Loan  booda 

I 


s 

5 

5 

5!i 

5 

5 

5M 

5^ 

S 


10  .'u  90 

3  ^  *«  **!  inclutive! 


Ito 

60 

days. 


m 


4« 
4S< 

*^ 
4« 

4!< 

4K 

45i 

4« 

KVk 

4V 


*'A 
4H 
4K 
4K 
4K 
*% 

VA 

iM 


61  to 

90 
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in- 
cluti?e 


4K 
i% 
i% 

4H 

m 

Hi 
*H 
iH 
*H 
*% 
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•Rate  of  JIto  455  per  cent  for  1-day  discounts  in  connection  with 
the  loan  operations  of  the  Government. 

Notel  Acceptances  purchased  in  open  market,  minimum  rate 
4  per  cent. 

Note  2.— Rates  for  commodity  paper  have  been  merged  with 
those  for  commercial  paper  of  correspondins  maturities. 

Note  .1.— In  case  the  M-day  trade  acceptance  rate  is  higher  than 
the  15-day  discount  rate,  trade  acceptances  maturinK  within  IB  days 
will  be  taken  at  the  lower  rate. 

Note  4. --Whenever  application  is  made  by  member  banks  for 
renewal  of  15-diy  p.iper.  the  Federal  Reserve  banks  may  charee  a 
rate  not  exceeding  that  for  90-day  paper  of  the  same  class. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"City  DanK  Service." 


Bonds  Legal 

for  New  York  State  and 
Massachusetts  Savings  Banks 

AUo  suitable  for  Trust  Funds 


T7OR  the  convenience  of  investors  we"  have 
combined  in  booklet  form  the  official  lists 
of  Bonds  Legal  in  New  York  and  Massa- 
chusetts. We  shall  be  glad  to  send  you  a 
copy.    Please  ask  for  B-158. 

We  give  personal  attention  to  the  requirements  of  each 
individual  investor. 

Our  latest  general  Circular  offering  bonds  and  short-term 
notes  will  be  sent  upon  request  for  B-66. 


The  National  City  Company 

Nabonal  City  Bank  Building,  New  York 


CORRESPONDENT  OFFICES 


PRILADELrniA,    PA. 

1421  Chestnut  St. 

PirrsBDEOH,  Pa. 

Farmers  Bank  Bldg. 

.    Wilkes-Baru,  Pa. 

Miners  Bank  Bldg. 

Kansas  City,  Mo. 

Republic  Bldg. 

DsKVSL  Cou>. 

First  Nstl.  Bank  Bldg. 

New  OauuMs,  La., 


Boston,  Mass. 

10  Sute  Street 

Alsany,  N.  Y. 

Ten  Eyck  Bldg. 

Baltiuo«e,  Mo. 

Munsey  Bldg. 

Buffalo,  N.  Y. 

Marine  Bank  Bldg. 

Seattle,  Wash. 

Hoge  Bldg. 

301  Baronne  St. 


Chicago,  Iu- 

137  So.  La  Salle  St. 

London,  Ekg. 

36,  Bishopsgate,  E.  C.  2 

Cleveland,  Ohio 

Guardian  Bldg. 

St.  Louis,  Mo. 

Bank  of  Commerce  Bldg. 

POKTLAMD,  OSE. 

Railway  Exchange  Bldg. 
Atlanta,  Ga.,  Trust 


San   FaANCisco,  Cal. 

424  California  St. 

Los  Angeles,  Cal. 

Hibernian  Bldg. 

Detsoit,  Mica. 

147  Griswold  St. 

Washington,  D.  C. 

741.15th  St.  N.  W. 

MiNNEAroLis,  Minn. 

McKnight  Bldg. 

Co.  of  Georgia  Bldg. 


Cincinnati,  Ohio,  Fourth  Natl.  Bank  Bldg. 
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The  War  Situation. 

AFTER  suspending  the  attack  for 
more  than  a  month,  the  Germans 
have  renewed  it,  and  following  the 
familiar  tactics  of  throwing  an  over- 
whelming body  of  troops  against  a 
section  of  the  line,  have  gained  considerable 
ground.  The  attacking  force  has  a  seeming 
advantage  over  the  defence  in  this  ability  to 
obtain  superiority  of  numbers  and  get  the 
start  of  its  opponents,  but  the  question  as  to 
where  the  advantage  finally  lies  depends  upon 
the  losses  of  men  and  the  strategic  value  of  the 
ground  taken.  If  the  opposing  armies  are 
of  approximately  the  same  strength,  the  mass- 
ing of  troops  by  one  side  at  a  given  point  will 
expose  other  portions  of  the  line  to  a  counter 
attack,  but  the  Allied  commanders,  for  rea- 
sons that  are  doubtless  sufficient,  have  so  far 
chosen  not  to  counter  or  to  use  their  reserves 
freely.  Presumably  they  prefer  to  give  ground 
and  save  their  men,  in  view  of  the  fact  that 
they  will  be  stronger  to  force  the  fighting 
later,  when  the  American  army  is  ready  to 
participate  on  a  larger  scale. 

There  is  no  question  that  from  now  on 
time  will  accomplish  much  for  the  Allies. 
It  seems  not  too  much  to  say  that  the  menace 
of  the  submarine,  as  a  decisive  factor  in  the 
war,  is  over.  Sinkings  have  been  lighter  of 
late,  launchings  have  been  coming  faster,  and 
in  a  few  weeks  the  allied  countries  will  be 
past  the  food  crisis  for  this  year.  They  will 
have  their  own  crops  to  live  on  for  some 
months  to  come  and  by  next  fall  ships  will  be 
coming  off  the  ways  at  a  rate  that  will  make 
the  situation  quite  secure. 

Not  only  is  the  submarine  being  distanced  by 
the  ship-builders,  but  it  is  being  outwitted  and 
beaten  in  the  game  at  sea.  The  patrol  of  de- 
stroyers, aided  by  depth  bombs  and  devices 
for  detecting  the  approach  of  a  boat  at  some 
distance,  is  holding  it  in  check,  and  the  de- 
stroyers are  now  going  into  the  water  in  such 
numbers  that  the  transport  routes  will  soon 
be  lined  with  them.  The  German  government 
early  in  1917  confessedly  staked  everything  on 
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the  submarine,  it  has  undoubtedly  lost,  and 
the  defeat  of  its  expectations  cannot  be  much 
longer   concealed    from    the    German    people. 

The  Fabricated  Ship. 

The  fabricated  American  ship,  by  which  is 
meant  a  ship  built  of  parts  which  have  been 
fabricated  in  numerous  machine  shops  scat- 
tered over  the  country,  is  a  demonstrated  suc- 
cess. It  reduces  the  amount  of  work  to  be 
done  at  the  shipyard  to  simply  setting  up  the 
ship  out  of  assembled  material,  and  makes 
the  principles  of  mass  production  immediately 
applicable.  The  parts  are  rolling  into  the  big 
Hog  Island  and  other  yards  by  thousands  of 
cars  and  go  together  with  the  precision  of 
good  machine  work.  This  method  makes  the 
machine  shop  capacity  of  practically  the  entire 
country  available  for  the  ship-building  pro- 
gram. 

The  ship  Tuckahoe,  of  5,500  tons,  which  was 
launched  by  the  New  York  Shipbuilding  Com- 
pany in  27  days,  completely  equipped  in  37  days 
and  sailed  with  her  first  cargo  in  40  days  from 
the  laying  of  her  keel,  gives  an  inkling  of  what 
may  be  accomplished.  There  was  no  extra- 
ordinary drive  in  doing  the  work  on  this  ship ; 
no  riveting  records  were  broken,  and  the  high- 
est number  of  rivets  driven  was  far  below  the 
record-breaking  performances,  but  all  the  ma- 
terials were  ready  and  the  work  moved  with 
system  and  precision.  The  New  York  Ship- 
building Company  is  under  the  same  owner- 
ship as  the  Hog  Island  yard. 

Splendid  Crop  Outlook. 

The  outlook  for  the  crops  in  this  country  is 
surpassingly  fine,  weather  conditions  having  been 
almost  ideal  to  this  time.  Reports  from  the  win- 
ter wheat  states  generally  say  that  there  is 
moisture  enough  in  the  ground  to  mature  the 
crop.  The  situation  as  to  spring  wheat  is  equally 
favorable,  and  at  this  time  a  total  wheat  yield  of 
900,000,000  bushels  is  indicated.  Oats  are  now 
so  far  along  and  look  so  well  that  a  big  crop 
appears  to  be  assured.  A  year  ago,  owing  to  a 
backward  spring,  much  of  the  corn  acreage  had 
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not  been  planted,  but  now  the  planting  is  com- 
pleted under  unifonnly  good  conditions.  The 
jfreat  drought  in  Texas  seems  to  have  been  ef- 
fectually broken,  at  least  over  much  of  the  terri- 
tory. The  cotton  outlook  is  favorable  to  one 
of  the  largest  crops  on  record. 

Not  only  in  this  country,  but  in  Canada,  Aus- 
tralia, India,  Argentina  and  in  France  and  Eng- 
land, all  crop  prospects  at  this  time  are  excep- 
tionally good. 

General  Business  Conditions. 

The  general  business  situation  calls  for  little 
comment  In  ordinary  times  such  a  fine  crop 
prospect  would  be  very  stimulating,  but  business 
in  the  war  lines  is  already  stimulated  to  the  high- 
est degree,  and  in  other  lines  is  imder  such  re- 
straint that  it  cannot  respond  to  new  opportuni- 
ties. Certainly  the  fanning  community,  with  big 
crops  and  big  prices,  has  a  highly  prosperous  sea- 
son in  sight,  and  now  that  wages  have  been  gen- 
erally adjusted  to  the  existing  prices  of  food- 
stuffs the  laboring  population  can  stand  them  and 
take  comfort  in  the  promise  of  enough  to  eat  and 
the  probability  that  prices  will  not  go  higher,  in 
the  year  ahead.  This  outlook  gives  assurance 
of  stability  in  business  conditions. 

All  of  the  industries  have  fully  recovered  from 
the  adverse  winter  conditions.  The  railroads  are 
handling  traffic  more  expeditiously  than  for  a 
long  time,  and  the  iron  and  steel  works  are 
making  new  records.  At  the  present  time  Gov- 
ernment orders  are  more  completely  dominant 
than  heretofore  in  steel  and  textiles.  General 
trade  is  all  that  it  can  be  with  goods  in  short 
supply.  Higher  prices  are  predicted  in  clothing 
and  dress  goods  when  the  fall  season  opens. 
Building  operations,  except  in  connection  with 
war  industries  and  the  handling  of  troops  and 
supplies,  is  at  low  ebb.  Tlie  call  for  labor  is 
insistent  from  all  quarters.  In  short,  the  whole 
situation  throughout  industry  and  trade  is  one 
of  intense  activity  and  pressure. 

Third  Liberty  Loan. 

The  results  of  the  Third  Liberty  Loan  are 
very  satisfactory.  While  the  total  amount  sub- 
scribed was  less  than  for  the  Second  Loan,  it 
was  known  that  all  subscriptions  would  be  ac- 
cepted in  full,  which  had  an  influence  in  reducing 
the  larger  ones.  Furthermore,  as  the  income  and 
excess  profits  taxes,  aggregating  probably  over 
$3,000,000,000,  must  be  paid  between  the  first 
and  second  installments  of  the  loan,  they  were 
influential  in  reducing  subscriptions.  The  total 
amount  to  be  paid  into  the  Treasury  in  the  next 
three  months  in  taxes  and  subscriptions  to  this 
loan  is  over  $7,000,000,000,  a  sum  that  would 
seem  overwhelming  if  figures  had  not  lost  their 
significance.  The  effect  of  the  tax-payments  was 
especially    notable   in    the   New   York   district, 


which  was  also  affected  by  the  action  of  many 
companies  whose  head  offices  are  in  New  York, 
and  which  have  heretofore  entered  their  sub- 
scriptions here,  but  this  time  entered  them  where 
their  works  are  located. 

The  number  of  subscriptions  was  approximate- 
ly 17,000.000,  or  about  one  in  six  of  the  popula- 
tion. The  quotas  and  subscriptions  by  districts 
were  substantially  as  follows: 

JMatrlot  Quota  Bnbaortptioaa  of  Quota 

Minneapolii     105,000,000  180,826,350  172% 

Kmaui    City    130.000.000  202,301,050  1S6% 

St     LooU     130,000.000  199,085,900  15J% 

AtUnu     90,000,000  U6,653,3S0  1S1% 

PbiUdelpbia     250.000,000  361,963,500  144% 

D*llu    80,000,000  115,395,200  144% 

Chicago     425,000.000  608,878,600  141% 

Riclimond    130,000,000  185,966,950  143% 

Boston    250,000,000  354.537,250  142% 

San    Francisco....  210,000,000  286,577,450  IM% 

OereUnd 3UO,000.000  404.988.200  1  JS% 

New    York    900,000,000  1,114,930,700  124% 

U.    S.   Treasury 17,915.150 

TOTAL    3.000,000,000  4,170,019,650 

It  is  common  report  that  in  all  parts  of  the 
country  the  quotas  were  raised  this  time  more 
readily  and  easily  than  for  either  of  the  preced- 
ing loans.  This  was  due  in  part  to  more  effective 
organization,  but  in  the  larger  view  it  was  due 
to  an  awakening  of  the  people  to  the  emergency, 
and  the  development  of  patriotic  feeling.  The 
country  is  in  its  war  stride,  and  ready  to  back 
up  the  Government  at  Washington  with  all  the 
money  and  men  required. 

The  total  holdings  of  Government  bonds,  other 
than  those  deposited  by  national  banks  to  secure 
circulation,  by  the  member  banks  of  the  Federal 
Reserve  System,  were  $343,350,000  on  April  5th, 
which  was  before  the  Third  Loan  Campaign  be- 
gan, and  on  May  10th,  after  the  close  of  the 
Campaign,  these  holdings  aggregated  $677,090,- 
000.  This  indicates  purchases  by  all  of  the  na- 
tional banks  and  the  leading  state  banks  and 
trust  companies,  on  their  own  account,  of  only 
$334,000,000,  a  very  satisfactory  showing. 

The  Money  Market. 

The  Third  Liberty  loan  and  the  payments 
upon  it  which  now  aggregate  probably  65  per 
cent  of  the  subscriptions,  has  scarcely  ruffled 
the  money  market.  There  has  been  no  unusual 
demand  for  bank  accommodations,  as  compared 
with  conditions  in  recent  months.  Time 
money  remains  on  a  six  per  cent  basis,  with 
the  current  business  requirements  fully  cared 
for. 

The  $100,000,000  pledged  at  the  instance  of 
the  Food  Administration  to  finance  the  move- 
ment of  the  Cuban  sugar  crop,  it  now  appears 
will  not  be  used.  About  $14,000,000  has  been 
taken  and  it  looks  as  though  this  might  be  all 
the  help  Cuba  would  need  from  here.  The  Queen 
of  the  Antilles  has  been  accumulating  capital 
of  her  own  at  a  rapid  rate  since  the  price  of 
sugar  went  up. 


» 


The  loans  of  the  Clearing  House  banks  of 
New  York  City  are  just  about  the  same  as 
at  the  completion  of  the  Second  Liberty  Loan, 
but  the  loans  of  the  Federal  Reserve  Bank  of 
New  York  are  about  $200,000,000  greater  than 
then.  Reserves,  however,  are  down  from 
$563,567,000  on  November  3  to  $518,229,000  on 
May  25,  with  demand  deposits  $3,627,356,000 
on  the  former  date  and  $3,708,439,000,  on  the 
latter.  These  figures  do  not  include  Govern- 
ment deposits,  which  were  $592,784,00.0  on 
November  3  and  $364,015,000  on  May  25. 

Bankers  who  have  been  looking  forward 
with  some  concern  to  the  tax-payments  in 
June  are  feeling  better  about  them.  The  large 
payments  have  been  generally  provided  for 
by  the  purchase  of  trejisury  certificates,  and 
while  the  payments  about  the  15th  will  aggre- 
gate an  important  amount  they  will  be  handled 
without  difficulty.  The  Treasury  will  take  a 
book  transfer  of  the  funds  and  will  not  draw 
on  them  immediately. 

The  Government  Railway  Administration 
has  authorized  capital  expenditures  by  the 
companies  aggregating  $938,000,000,  to  be 
financed  so  far  as  practicable  by  the  individual 
companies  but  with  the  help  of  the  Govern- 
ment where  necessary.  Of  these  outlays  only 
$18,000,000  are  for  extensions,  the  main  object 
being  to  increase  the  working  capacity  of  the 
lines. 

The  National  Budget. 

The  outgivings  of  official  estimates  at  Wash- 
ington indicate  that  appropriations  for  the  com- 
ing fiscal  year,  including  loans  to  allies,  will  ap- 
proximate $30,000,000,000.  The  experience  of 
the  last  year,  however,  has  shown  the  difference 
between  making  an  appropriation  and  actually 
spending  the  money.  The  appropriations  for  the 
current  year  were  $19,000,000,000,  and  uf  to  a 
few  months  ago  the  business  community  was  op- 
pressed with  the  prospect  that  this  sura  would 
have  to  be  raised  for  the  treasury  before  Jime 
30.  It  turned  out,  however,  that  more  had 
been  planned  than  could  be  executed ;  the 
money  could  not  be  spent  because  the  work 
could  not  be  done.  Up  to  May  25  disburse- 
ments aggregated  $10,969,382,724,  and  for  the 
full  year  they  probably  will  be  a  little  above 
$12,000,000,000. 

And  so  the  estimates  for  the  coming  year 
will  represent  the  plans  which  the  various  de- 
partments of  the  Government  desire  to  carry 
out,  but  whether  they  can  be  realized  or  not 
depends  upon  the  capacity  of  the  industries 
and  the  extent  to  which  they  are  concentrated 
on  war  work.  The  productive  capacity  of  the 
country  is  probably  greater  than  it  was  last 
year,  as  a  good  deal  of  new  equipment  has 
been  installed,  but  it  is  limited  by  the  labor 
supply,  whirh,  in  view  of  the  draft  calls,  can- 
not be  greater   than   a  year  ago,  except  as 


women  have  entered  the  industries.  Of  course, 
prices  and  wages  are  an  important  factor  in 
expenditures;  both  are  higher  than  last  year, 
and  to  this  extent  the  same  amount  of  work 
will  require  larger  appropriations. 

It  is  important  to  understand  that  the  indus- 
trial task  comes  before  the  financial  task.  The 
work  must  be  done  or  the  money  does  not  need 
to  be  raised,  and  if  the  work  is  done  there  can 
be  no  doubt  about  the  ability  of  the  country  to 
settle  with  itself.  If  $20,000,000,000  or  $30,- 
000,000,000  of  work  is  done  for  the  Government 
it  is  certain  that  work  on  private  account  will 
be  largely  curtailed,  and  this  will  mean  that  pri- 
vate incomes  will  be  more  largely  at  the  disposal 
of  the  Government,  through  taxation  and  loans. 

A  New  Revenue  Bill. 

As  expenditures  unquestionably  will  be  larger 
next  year  than  this,  a  new  revenue  bill  was  to 
be  expected,  and  time  has  shown  that  the  exist- 
ing law  is  faulty  in  many  respects.  It  is  certain 
that  more  revenue  might  be  produced  by  meth- 
ods more  generally  acceptable. 

The  Secretary  of  the  Treasury  and  the  Presi- 
dent have  taken  the  position  that  the  new  law 
should  be  enacted  before  the  present  session  of 
Congress  adjourns,  and  Congress  has  accepted 
this  program.  As  it  was  agreed  that  the  law, 
whenever  enacted,  should  cover  earnings  and  in- 
comes for  the  full  year  1918,  there  is  much  to 
be  said  in  favor  of  having  the  terms  known  as 
early  as  possible,  in  order  that  taxpayers  may 
make  their  plans  to  suit.  On  the  other  hand,  the 
policy  of  providing  by  taxation  for  a  given  per- 
centage of  the  expenditures  is  not  easily  carried 
out  when  there  is  so  much  uncertainty  as  to 
what  the  expenditures  will  be.  It  is  said  that 
the  plan  will  be  to  raise  40  per  cent,  of  the  re- 
quired income  by  taxation,  and  this  is  surely 
enough,  but  if  expenditures  should  turn  out  to 
be  less  than  estimated  the  percentage  of  revenue 
raised  by  taxation  may  be  higher  than  that. 

There  is  a  question  also  as  to  what  expendi- 
tures shall  be  included  in  calculating  the  40  per 
cent.  No  good  reason  can  be  offered  for  cover- 
ing the  loans  to  allies  by  taxation,  at  least  at  this 
time,  or  the  great  expenditures  upon  freight 
ships,  or  the  ^00,000,000  which  the  Secretary 
of  the  Treasury  has  been  authorized  to  expend 
upon  the  purchase  of  Farm  Loan  Bonds,  or  nu- 
merous other  outlays  which  will  produce  perma- 
nent assets,  and  if  these  are  excluded  more  than 
50  per  cent,  of  the  remaining  expenditures  this 
year  are  being  met  by  taxation.  Nothing  like 
this  record  was  ever  made  before. 

A  Question  of  Expediency. 

It  is  misleading  in  a  degree  to  speak  of 
meeting  only  a  portion  of  the  expenditures  by 
taxation,  for  in  the  long  run  all  expenditures, 
save  such  as  produce  income,  must  be  met  in 
that  way.    The  debt  which  is  not  represented 


by  productive  or  convertible  assets  nuist  be 
carried  and  eventually  disdiargcd  by  taxation. 
The  question  of  how  much  shall  be  temporari- 
ly taken  care  of  by  loans  is  a  question  of  expe- 
diency, having  regard  to  the  effects  of  the  two 
methods  of  raising  funds  ui>on  the  business 
activities  of  the  community.  The  war  is  to 
be  won  by  stimulating  the  energies  of  the 
people,  and  it  is  wise  statesmanship  to  know 
how  to  do  this.  The  psychological  factor  is 
one  of  importance.  If  it  is  characteristic  of 
human  nature  to  work  with  greater  energy 
and  efficiency  when  there  is  a  chance  for  per- 
sonal gain  than  for  the  sole  purpose  of  paying 
taxes  that  fact  is  worthy  of  the  legislator's 
attention.  At  a  time  when  it  is  desirable  to 
stimulate  everybody  to  the  greatest  efforts, 
it  doesn't  pay  to  neglect  the  personal  induce- 
ments and  rewards  to  which  the  average  man 
naturally  responds. 

The  Treasury  is  said  to  have  decided  that 
winnings  at  jxjker  arc  subject  to  taxation. 
Now  poker,  however  popular  in  some  circles, 
is  not  a  pastime  which  excites  national  solici- 
tude, but  it  may  serve  to  illustrate  the  point. 
If  the  jwker-playcr  must  stand  his  losses  alone 
and  turn  over  most  of  his  winnings  to  the 
Treasury,  there  must  be  a  point  as  taxes  ad- 
vance where  he  can  no  longer  afford  to  play 
the  game,  at  any  rate  if  he  is  playing  for  gain. 
More  or  less  risk  attaches  to  all  business,  and 
this  is  particularly  true  of  business  now,  with 
all  the  uncertainties  which  surround  it  and 
lurk  in  the  future.  Profits  arc  largely  on 
paper,  unrealizable,  and  when  men  find  it 
ncces.saiy  to  borrow  money  to  pay  taxes  upon 
profits  which  they  cannot  withdraw  from  their 
business  they  may  naturally  and  perhaps  nec- 
essarily conclude  that  it  is  the  part  of  pru- 
dence to  reduce  their  operations. 

The  taxation  of  profits  applies  rigidly  and 
uniformly  to  every  business,  but  all  are  not 
affected  alike  by  the  enforced  withdrawal  of 
funds,  and  as  taxes  are  increased  in  unusual 
degree  there  is  increasing  danger  that  they  may 
interfere  with  industries  which  need  support 
and  development  at  this  time.  Loans  are  a 
more  flexible  means  of  raising  money,  and  if 
they  enable  the  business  community  to  adjust 
the  burden  so  as  to  carry  it  more  easily  the 
interest  charge  is  a  minor  consideration.  The 
essential  thing  is  that  the  energies  and  capac- 
ities of  the  people  shall  be  completely  enlisted 
in  the  work  upon  which  they  are  engaged,  and 
that  the  result  of  their  labors,  in  the  fullest 
possible  degree,  shall  be  placed  one  way  or 
another  at  the  disposal  of  the  Government. 

The  proposal  to  lay  more  taxes  upon  lux- 
urious spending  will  excite  no  controvcr.sy.  It 
is  very  desirable  to  recognize  the  fundamental 
difference  between  the  withdrawal  of  profits 
for  unnecessary  expenditures  which  require 
the  employment  of  labor  and  consumption   of 


goods,  and  the  retention  of  profits  for  the 
expansion  of  a  business  which  is  rendering 
vital  public  services. 

Guaranty  of  Deposits. 

The  New  York  Clearing  House  Association 
has  passed  resolutions  condemning  the  measure 
pending  before  Congress  to  establish  a  guaranty 
fund  for  all  deposits  of  less  than  $5,000  in  national 
banks.  An  overwhelming  majority  of  bankers 
are  opposed  to  the  guaranty  of  deposits,  and  the 
agitation  for  it  is  almost  wholly  from  people 
whose  knowledge  of  the  banking  business  is  from 
the  outside.  It  is  a  theoretical  proposal  and  the 
theory  of  it  is  unsound. 

The  argument  is  from  the  insurance  principle, 
but  there  is  a  vital  difference  between  the  guar- 
anty of  deposits  and  either  life  or  fire  insurance. 
The  average  man  will  take  the  same  precautions 
to  preserve  his  life,  whether  it  is  insured  or  not, 
and  the  fire  insurance  business  would  certainly 
be  on  an  unsafe  basis  if  it  did  not  insist,  as  a 
fundamental  condition,  that  the  insured  shall 
always  have  an  uncovered  equity  sufficient  to 
make  him  concerned  in  behalf  of  the  usual  pre- 
cautions against  fire.  The  guaranty  of  deposits 
is  designed  to  relieve  the  depositor  of  all  re- 
sponsibility and  any  possible  loss  in  selecting  a 
banker.  It  recognizes  no  such  thing  as  contribu- 
tory- negligence  on  his  part.  If  he  should  happen  to 
know  that  the  banker  who  was  offering  the  great- 
est inducements  to  depositors  was  betting  the 
dei)osits  on  horse  races,  it  would  be  all  the  same 
to  him,  so  long  as  there  were  bankers  who  did 
not  bet  on  horse  races  to  pay  the  bill.  The  guar- 
anty of  deposits  eliminates  the  value  of  character 
in  the  banking  business,  and  takes  away  the  legiti- 
mate reward  of  safe  and  conservative  banking 
policies.  It  strengthens  the  competition  of  the 
banker  who  resorts  to  doubtful  expedients  to 
attract  business;  in  fact,  it  gives  the  advantage 
to  boldness  in  attracting  business  instead  of  to 
care  in  safeguarding  it.  All  of  this  is  opposed 
to  the  real  interest  of  depositors  as  a  class  and 
of  the  public  generally,  for  it  encourages  waste- 
ful and  unsound  practices  and  tends  to  develop 
banking  in  the  wrong  direction. 

The  hoary  old  fiction  about  vast  sums  of 
money  in  hiding  which  will  l>e  brought  into  use 
by  making  all  banks  equally  sound  in  the  estima- 
tion of  the  public,  whether  they  are  or  not,  is 
trotted  out  again.  These  sums  are  wholly  sup- 
positions. Various  expedients  for  recovering 
them  are  adopted  from  time  to  time,  but  they 
never  materialize.  When  the  postal  savings  sy.s- 
tem  was  pending  its  friends  represented  that  hun- 
dreds of  millions  would  be  brought  forth  from 
under  carpets  and  out  of  old  stockings  and  tin 
cans,  but  those  promises  were  not  realized.  A 
few  such  deposits  were  received,  and  are  re- 
ceived from  time  to  time  by  other  banks,  but 
whatever  may  Ik  said  for  the  postal  savings  banks 
as  a  public  utility  there  is  no  evidence  that  they 
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have  brought  any  considerable  amount  of  money 
out  of  hiding.  Their  deposits  have  increased 
gradually  and  regularly,  although  not  so  fast  as 
deposits  in  other  banks. 

It  is  very  desirable  that  public  supervision 
over  banks  shall  be  made  constantly  more  effec- 
tive to  the  end  that  unsafe  and  dishonest  practices 
shall  be  exposed,  condemned  and  rooted  out. 
That  is  real  reform,  but  it  is  a  step  in  the  wrong 
direction  to  relieve  the  public  of  all  obligation 
or  occasion  to  discriminate  in  the  selection  of  a 
banker. 

The  Bond  Market. 


The  month  of  May  has  been  an  erratic  or.e 
in  the  stock  market  but  bonds  have  shown  a 
firm  tendency  with  advancing  prices.  The  fir^t 
week  of  the  month  was  somewhat  contracted, 
with  a  broadening  market  during  the  second 
week,  while  the  third  week  witnessed  greater 
activity  in  railroad  and  industrial  bonds  with 
considerably  higher  prices.  The  closing  week 
exliibited  less  activity  with  slight  declines. 

During  the  month  Anglo-French  5s  touched 
their  high  price  of  the  year,  91^,  and  following 
President  Wilson's  speech  recommending  in- 
creased taxes  Liberty  Loan  354  s  advanced  to 
within  a  slight  fraction  of  par. 

There  have  been  very  few  general  issues  of- 
fered during  the  month,  the  most  important 
being: 

f2,00q,000  Milwaukee  Electric  Railway  &  Light  7%  Notes,  due 
May   1,    1920,   at    98^4    and    interest,    to    yield   over   7.8«%. 

$5,000,000  Sutter  Basin  Co.  First  Mortgage  7%  Bonds,  due  May 
1,  1924-28,  at  prices  to  yield  about  7M%, 

$2,000,000  Timken-Dctroit  Axle  Co.  7%  Notes,  due  June  1,  1919- 
21,  at  prices  to  yield  7%  to  7%%. 

The  municipal  market  has  improved,  each  week 
showing  increasing  activity  and  firmer  prices. 
The  principal  offerings  were  as  follows : 

$2,000,000   Boston,    Mass.,    5%    Notes,  due    Nov.    1,   1918,   on   a 

4.!r0%  basil. 
$3,000,000  Mississippi,  State  of,  4H%  Bonds,  due  Apr.  1,  1920- 

34,  on   a  4.85$k   basis. 
$1,682,500    Mississippi    County,   Ark.,    Drainage    5%    Bonds,   due 

Aug.   1,    1923-42,  on  a  6%   basis. 
$3,000,000  Newark,   N.  J.,  5%    Bonds,  due  Dec.    1,    1918,  on    a 

4.80%  basis. 
$3,000,000  Onurio,   Canada,  6%    Bonds,   due   May   15,   1928,   on 

a  6%  basis. 
$1,000,000  Essex  County,  N.  J.,  Notes,  due  Dec.  28,  1918,  on  a 

4.90%  basia. 

The  average  price  of  40  standard  issues,  as 
reported  by  the  IVall  Street  Journal  on  May  29, 
was  84.46,  an  advance  of  .85,  compared  with  the 
price  on  April  29  of  83.61,  and  a  decline  of  6.06, 
compared  with  the  price  of  90.52  on  May  29, 
1917. 

Farm  Loan  Bonds. 

About  the  middle  of  the  month  a  syndicate 
consisting  of  Alexander  Brown  &  Sons,  Harris 
Forbes  &  Company,  Brown  Bros.  &  Co.,  Lee 
Higginson  &  Company  and  The  National  City 
Company  made  a  public  offering  of  Fed- 
eral Land  Bank  Bonds.  These  bonds  bear  in- 
terest at  the  rate  of  five  per  cent,  per  annum 
and  are  issued  under  the  direction  and  control 
of  the  Federal  Farm  Loan  Board  at  Washington, 


D.  C,  in  accordance  with  the  provisions  of  the 
Federal  Farm  Loan  Act  approved  July  17,  1916. 
They  are  dated  May  1,  1918,  being  redeemable 
at  par  and  interest  on  any  interest  date  after  five 
years  from  date  of  issue  and  due  May  1,  1938. 
The  offering  price  was  101  and  interest,  at  which 
price  the  yield  is  4.75  per  cent,  per  annum,  fig- 
uring the  optional  date  and  five  per  cent,  for 
every  year  thereafter  up  to  the  redeemable  date. 
They  are  exempt  from  federal,  state,  municipal 
and  local  taxation,  in  other  words,  they  are  the 
only  bonds  which  have  been  issued  since  the  be- 
ginning of  the  war  that  carry  the  same  tax  ex- 
emption features  as  United  States  Liberty  3j/^'s. 
For  this  reason  and  as  first  class  municipal  bonds 
are  selling  at  the  present  time  at  prices  to  yield 
only  4.60  to  4.65  per  cent,  per  annum,  there  was 
an  immediate  response  to  the  offering  of  the 
Farm  Land  Bank  5's  and  practically  the  entire 
issue  was  sold  within  one  week.  About  $45,- 
000,000  of  these  bonds  have  been  sold  by  the 
syndicate. 

United  States  Bonds. 

The  demand  for  United  States  Bonds  avail- 
able to  secure  national  bank  note  circulation  has 
increased  considerably  during  the  last  month. 
As  a  result  of  these  purchases  U.  S.  Registered 
2's  of  1930  and  U.  S.  Registered  4's  of  1925  have 
advanced  about  ^  of  a  point,  selling  now  at  98 
and  interest  and  106  and  interest  respectively,  as 
against  97^4  and  interest  and  105^4  and  interest 
during  the  ^arly  part  of  the  month.  The  buying 
of  the  bonds  has  come  from  national  banks  who 
are  using  them  as  a  basis  for  additional  circula- 
tion, as  well  as  with  the  idea  of  substituting  them 
for  U.  S.  Registered  3's  of  1918.  At  the  present 
time  there  are  approximately  $18,000,000  of  the 
3's  under  circulation  account.  The  United  States 
Treasury  Department  has  announced  that  it  will 
actually  pay  these  bonds  in  cash  at  their  ma- 
turity, namely  August  1st  of  this  year.  Ac- 
cordingly the  currency  against  the  ."^'s  will  either 
have  to  be  retired  between  now  and  August  1st, 
or  the  bonds  replaced  with  other  U.  S.  obliga- 
tions carrying  with  them  the  circulation  privi- 
lege, i.  e.  the  4's  of  1925,  and  the  2's  of  1930,  or 
the  Panama  2's  of  1936  and  1938.  Country 
banks  as  a  rule  like  to  show  the  maximum 
amount  of  circulation  issued  to  them,  due  to  the 
handsome  profits  to  be  thus  derived  and  the  ad- 
vertisement to  be  secured  by  having  the  bank 
notes  distributed  in  their  sections.  The  profits 
on  every  $100,000  of  the  circulation  secured  by 
4's  purchased  at  106  are  approximately  $1,650 
per  annum  and  on  the  2's  about  $1,250  per  an- 
num, overloaning  the  cost  of  the  securities  direct 
to  the  open  market  money  being  figured  as  worth 
5  per  cent.  In  the  case  of  the  2's,  banks  do  not 
feel  that  they  are  taking  any  real  market  risks, 
basing  this  opinion  upon  the  possibility  of  the 
Federal  Reserve  Banks  again  purchasing  2's 
from  member  or  national  banks  at  par,  when 
conditions  become  normal  again,  in  accordance 


with  the  provisions  of  the  Federal  Reserve  Act. 
It  will  be  recalled  that  approximately  $41,000,- 
000  of  the  2's  were  thus  purdiased  by  the  Re- 
serve Banks,  before  our  entrance  into  the 
European  conflict. 

Conscription  of  Wealth. 

This  is  a  term  of  vague  import  which  has 
rather  free  currency  because  it  suggests  a  treat- 
ment of  capital  similar  to  that  resorted  to  for 
filling  the  armies,  although  a  careful  analysis 
will  ^ow  that  the  cases  are  not  at  all  alike,  and 
cannot  be  fairly  compared  in  any  other  sense 
than  that  the  nation  in  time  of  supreme  peril 
has  a  right  to  lay  its  hands  upon  either  persons 
or  property  for  purposes  of  the  common  de- 
fence. That  right  is  not  disputed,  but  after  it 
is  granted  the  practical  question  of  advan- 
tageously utilizing  or  converting  the  multitud- 
inous forms  of  existing  wealth  for  war  pur- 
poses remains  just  where  it  was  before.  Where 
the  Government  wants  a  man  for  the  army 
there  is  plainly  nothing  to  do  but  take  him. 
There  is  no  possible  substitute,  unless  it  may 
be  another  man,  and  that  kind  of  substitution, 
which  was  allowed  during  our  Civil  War,  is  no 
longer  permitted.  But  when  the  Government 
wants  farm  products,  as  it  does  on  a  great  scale 
for  its  armies,  the  case  is  not  settled  by  affirm- 
ing its  right  to  conscript  farms  or  seize  crops, 
for  while  this  might  be  done  common  sense 
teaches  that  it  would  not  be  the  best  way  to 
accomplish  the  desired  end.  The  Government 
doesn't  want  farms  and  could  not  handle  them 
advantageously  if  it  took  them;  it  wants  the 
produce  of  farms  and  the  most  effective  way 
to  get  that  produce  in  ample  supply  is  to  leave 
the  farms  in  the  hands  of  their  present  owners 
and  offer  the  incentives  to  individual  effort 
which  arc  necessary  to  obtain  increased  pro- 
duction. 

This  idea  of  the  conscription  of  wealth  is 
current  in  otlier  countries  as  well  as  here,  for 
the  same  reason,  because  it  sounds  plausible  to 
a  great  many  people  who  do  not  have  very 
accurate  ideas  upon  the  subject  of  national 
wealth.  The  matter  has  been  given  especial 
interest  in  England  in  recent  months  by  re- 
marks made  by  the  Chancellor  of  the  Exche- 
quer, Mr.  Bonar  Law,  in  response  to  an  ad- 
dress by  the  Parliamentary  Committee  of  the 
Trades  Union  Congress,  which  called  upon 
him  to  urge  that  the  Government  proceed  to  a 
conscription  of  wealth. 

Mr.  Law's  reply  was  notable  because  it 
raised  the  question  whether  it  would  not  be 
better  for  all  interests  to  have  a  considerable 
capital  levy  made  at  the  end  of  the  war. 

Mr.  Law  said  that  the  Government 'had  al- 
ready acted  on  the  principle  that  when  money 
was  needed  the  Government  had  to  go  where 
they  could  get  it.  On  the  whole  he  thought 
that  the  classes  who  had  money  had  shown  less 


reluctance  to  part  with  it  than  he  had  ever 
known  before  in  that  country,  and  there  was 
reason  to  be  proud  of  them  as  well  as  of  other 
sections  of  the  community. 

Until  now  he  had  never  seen  any  proposal 
which  seemed  to  him  to  be  practicable  for  get- 
ting money  during  the  war  by  conscripting 
wealth,  and  personally,  up  to  that  moment,  he 
did  not  believe  it  possible.  In  the  year  before 
the  war,  the  total  amount  collected  in  indirect 
taxation — to  which  all  classes  were  liable — was 
$345,000,000,  and  that  form  of  taxation  had 
now  risen  to  $510,000,000.  The  amount  of  direct 
taxation  in  1913-14  was  $465,000,000,  and  it  had 
risen  in  last  year's  budget  to  $2,330,000,000. 
In  other  words,  the  indirect  taxation  in 
1913-14  represented  42  per  cent.,  and  the  direct 
taxation  58  per  cent.  In  1917-18  the  indirect  tax- 
ation was  18  per  cent.,  and  the  direct  taxation 
82  per  cent.  The  great  cost  of  the  war  had 
been  paid  by  those  who  had  wealth. 

A  Capital  Levy. 

Mr.  Law  then  went  on  to  speculate  upon  the 
feasibility  of  a  considerable  capital  levy,  after 
the  war  is  over,  for  the  purpose  of  making  a 
large  reduction  of  the  debt  at  one  stroke,  rais- 
ing the  question  whether  it  would  not  be  ad- 
vantageous to  industry  and  therefore  to  all 
classes.  Referring  to  these  remarks  afterward 
in  the  House  of  Commons  he  said  that  they 
were  impromptu,  not  intended  for  publication, 
that  he  regretted  their  publication,  and  that 
they  had  been  intended  only  to  indicate  that  he 
had  an  open  mind  as  to  any  proposals  upon  the 
subject  of  taxation  after  the  war.  The  state- 
ment which  occasioned  comment  was  as  fol- 
lows: 

But  you  are,  of  course,  thinking  of  what  the  effect 
will  be  after  the  war.  What  sort  of  parties  we  are 
going  to  have  I  do  not  know;  but  as  a  matter  of 
prophecy  I  would  venture  to  say  ttiis:  that  the  political 
conditions  which  prevail  in  this  country  will  be  of 
such  a  nature  that  the  burden  of  this  taxation  is  not 
likely  to  fall  upon  the  wage-earners  so  long  as  there 
is  wealth  which  can  be  made  to  pay  it.  That  is  my 
own  view.  I  think  there  is  very  little  danger,  from 
your  own  point  of  view,  of  the  great  bulk  of  it  not 
continuing  to  be  paid  in  the  same  way  as  the  war 
itself  is  being  paid  for.  But  I  feel  that  the  total 
burden  of  taxation  represented  by  the  National  Debt, 
however  you  adjust  it,  will  mean  a  burden  upon  in- 
dustry. Everything  comes  down  to  that  in  the  long 
run  where  there  is  taxation.  That  burden  is,  to  a 
certain  extent,  one  of  the  inevitable  consequences  of 
the  war;  and  all  we  can  do  is  to  try  to  make  it  tell 
as  little  as  possible  on  the  life  of  the  country. 

Suppose  you  take  this  view — and_^  am  inclined  to 
take  it  myself — that  we  ought  to  aim  at  making  this 
burden  one  which  will  rest  practically  on  the  wealth 
that  has  been  created  and  is  in  existence  at  the  time 
the  war  comes  to  an  end,  not  merely  that  it  should 
not  fall  on  the  wage-earning  classes  or  on  the  people 
with  small  means  with  which  to  meet  it,  but  that  it 
should,  as  far  as  possible,  be  borne  by  the  wealth  that 
exists  at  the  time,  so  that  it  would  not  be  there  as 
a  handicap  on  the  creation  of  the  new  wealthy  after 
the  war.  I  think  that  is  what  we  have  to  aim  at. 
How  is  that  to  be  done?  The  cjuestion  of  whether 
or  not  there  should  be  conscription  of   wealth,  then, 


is  entirely  a  matter  of  expediency,  and  1  think  it  is 
a  matter  which  concerns,  mainly,  not  the  working 
classes,  but  the  people  who  have  money.  In  my  opinion, 
it  is  simply  a  question  of  whether  it  will  pay  them  best, 
and  pay  the  country  best,  to  have  a  general  capital  levy, 
and  reduce  the  National  Debt  as  far  as  you  can,  or  have 
it  continued  for  SO  years  as  a  constant  burden  of  tax- 
ation. 

Perhaps  I  have  not  thought  enough  about  this  to  jus- 
tify me  in  saying  it;  but  my  own  feeling  is  that  it 
would  be  better  both  for  the  wealthy  classes  and  the 
country,  to  have  this  levy  of  capital,  and  reduce  the 
burden  of  the  National  Debt.  That  is  my  own  feeling. 
But  I  am  convinced  of  this — and  this  is  the  only  point 
on  which  I  am  absolutely  in  disagreement  with  Mr. 
Webb— that  you  cannot  do  that  while  the  war  is  going 
on,  and  that  you  will  not  get  the  money  if  you  try  to 
do  it,  but  that  you  will  rim  the  risk  of  falling  short  of 
money. 

Incidence  of  Taxation. 

The  incidence  of  taxation,  or,  in  other  words, 
the  place  where  it  falls,  usually  depends  more 
upon  the  natural  laws  of  the  business  world 
than  upon  the  terms  of  legislation.  The  law 
may  say  that  certain  classes  of  property  or 
products,  or  people  in  certain  occupations,  shall 
pay  taxes  as  specified,  but  it  is  a  very  super- 
ficial judgment  which  assumes  that  no  other 
property,  products  or  occupations  will  be  af- 
fected by  the  taxes.  The  modern  community 
is  too  closely  related  for  that.  The  influence 
of  taxation  in  England  will  not  even  be  con- 
fined to  the  people  who  live  in  England,  but 
extend  to  all  the  people  with  whom  England 
has  relations,  so  responsive  to  new  conditions 
and  so  liquid  are  the  currents  of  trade. 

It  is  doubtless  true  that  the  taxation  oc- 
casioned by  the  debt  will  fall  mainly  upon 
wealth.  Much  even  of  that  which  might  be  orig- 
inally placed  elsewhere  would  have  its  final 
effect  in  retarding  the  increase  of  wealth.  Eng- 
land came  long  ago  to  the  conclusion  that  it 
was  not  in  the  interest  of  her  industries  or  of 
her  career  as  a  great  trading  and  manufactur- 
ing country,  to  tax  the  articles  of  common  con- 
sumption. The  g^eat  employing  interests  of 
England  have  generally  believed  this,  and  the 
policy  has  rested  therefore  upon  the  safest  pos- 
sible basis,  the  recognized  interests  of  all 
classes. 

Unity  of  Interests. 

Just  how  British  industry  will  be  afifected  by 
the  war  and  the  debt  nobody  positively  knows, 
but  if  it  should  be  unfavorably,  and  England 
should  be  a  poorer  location  hereafter  for  the 
headquarters  of  world  trade  and  world-wide 
financial  operations,  all  classes  there  will  suffer 
together,  as  Mr.  Law  has  indicated.  In  that 
event,  business  will  fall  off,  earnings  will 
diminish,  wealth  will  accumulate  more  slowly, 
the  demand  for  labor  will  be  less  and  improve- 
ments in  industry  and  all  progress  will  be  slower. 
Whether  this  will  occur  or  not  will  depend  chiefly 
upon  the  efficiency  of  British  industry,  and  that 
will  depend  in  part  upon  the  workers  and  in  part 
upon  the  intelligence  of  the  organization  and 


management  and  the  amoimt  of  capital  available 
for  providing  the  workmen  with  the  best  of 
equipment  and  for  financing  British  foreign  trade 
as  in  the  past. 

The  first  symptoms  of  decline  in  the  fortunes 
of  an  individual  house  are  seen  in  dimin- 
ishing profits,  failure  to  keep  the  pace  with 
rivals  in  enterprise  and  facilities,  and,  if  this  goes 
on,  retrenchment  takes  place,  with  a  reduction 
of  force  and  possibly  of  pay,  and  when  failure 
comes  all  who  are  dependent  must  suffer. 
A  condition  which  bears  heavily  upon 
national  prosperity  will  develop  in  like 
manner.  We  are  not  predicting  any- 
thing of  this  kind  for  England,  but  only  indi- 
cating how  the  fortunes  of  all  classes  are  in- 
extricably merged  together.  There  is  a  natural 
relationship  and  proportion  between  the 
amount  of  capital  available  for  the  operation 
of  a  country's  industries  and  the  effective  de- 
mand for  labor  and  the  amount  of  wealth  dis- 
tributed in  wages,  and  they  all  increase  or 
decline  together. 

Existing  and  Future  Wealth. 

Mr.  Law  seemed  to  have  in  mind  that  if  the 
burden  of  the  debt  was  wholly  assumed  by  the 
wealth  in  existence  at  the  close  of  the  war  it 
would  cease  to  be  a  deterrent  or  obstacle  to 
future  accumulations.  Moreover,  since  the 
debt  would  have  to  be  paid  by  wealth  anyway 
the  wealthy  might  as  well  make  up  their  minds 
to  wipe  out  a  large  part  of  the  principal  at  once 
and  be  done  with  it. 

In  regard  to  the  first  consideration  we  ven- 
ture the  opinion  that  the  distinction  between 
existing  wealth  and  future  wealth  is  an  im- 
practicable one.  The  two  are  too  closely  re- 
lated to  be  separated  for  treatment.  The  ability 
of  the  next  generation  to  produce  wealth 
will  depend  very  largely  upon  the  means  of 
production  inherited  from  this  generation;  suc- 
ceeding generations  do  not  begin  with  bare 
hands,  and  would  find  it  slow  work  if  they  did. 
On  the  other  hand,  existing  wealth  owes  its  pres- 
ent value  mainly  to  the  prospect  that  it  will  pro- 
duce wealth  in  the  future ;  there  would  be  a  rapid 
depreciation  of  capital  values  in  any  country  if  it 
should  appear  tliat  its  industrial  position  after 
the  war  would  be  less  favorable  than  in  the  past. 

The  most  important  truth  for  consideration  in 
this  connection  is  the  fact  that  in  the  nature  of 
things  the  national  debts  must  be  paid  out  of 
new  and  liqu'id  wealth,  as  it  is  produced,  rather 
than  by  the  conversion  of  past  accumulations  which 
exist  in  the  form  of  fixed  wealth.  The  debt  of 
Great  Britain  now  amounts  to  one-third  of  the 
estimated  wealth  of  that  country  before  the  war. 
How  would  a  Chancellor  of  the  Exchequer  go 
about  collecting  taxes  in  excess  of  the  incomes 
of  the  tax-payers,  and  what  would  be  happening 
to  business,  enterprise,  employment  and  the  gen- 
eral welfare  while  he  was  about  it? 


Conscription  and  Taxation. 

The  word  "conscription"  suggests  tliat  tlic 
Government  would  lay  its  hand  on  private 
weahh  and  take  it,  in  whatever  form  it  exists, 
as  it  takes  each  particular  man  it  wants  for  the 
army.  If  "conscription"  docs  not  mean  this, 
why  substitute  the  word  for  taxation,  which 
means  something  else?  Taxation,  although 
based  upon  the  capital  value  of  property,  is 
not  a  seizure  of  property,  and  is  usually  mod- 
erate enough  to  be  met  out  of  income,  without 
compelling  the  owner  to  sell  or  pledge  the 
principal,  which  may  be  ruinous.  It  is  in  the 
public  interest  that  owners  shall  keep  their 
property  and  have  some  incentive  to  conserve 
it,  develop  it  and  make  it  more  productive  and 
valuable.  By  this  means  the  community  ad- 
vances. It  is  an  accepted  principle  of  public 
economy  that  the  more  property  owners  there 
can  be  the  better,  and  it  is  regarded  as  an  en- 
lightened and  progressive  policy  for  the  head  of 
a  great  industry  to  seek  to  interest  his  aids  and 
employes  in  the  business,  either  as  stockholders 
or  by  some  profit-sharing  arrangement.  The  es- 
sence of  the  policy  is  that  everybody  works  more 
zealously  and  effectively  under  conditions  that 
afford  a  direct  personal  stimulus;  hence  thrift, 
enterprise,  the  national  wealth  and  the  general 
welfare  are  promoted  by  conducting  public  af- 
fairs upon  that  principle. 

For  each  person  to  pay  his  share  of  the  public 
debt  out  of  income  means  that  he  can  go  on  with 
the  business  in  which  he  is  established,  giving  up 
a  .share  of  the  proceeds  from  year  to  year,  but  re- 
taining the  means  of  production  and  livelihood 
in  his  hands ;  on  the  other  hand,  to  be  called  upon 
to  pay  a  sum  which  entrenches  upon  capital 
means  that  his  business  must  be  interrupted  or 
curtailed,  that  the  implements  of  production 
may  have  to  change  hands,  the  Government 
either  taking  them  over  or  forcing  their  sale. 
The  situation  needs  only  to  be  stated  to  expose 
the  impracticability  of  any  such  general  policy. 

The  idea  back  of  "conscription"  seems  to  be 
that  all  of  the  wealth  of  the  country  is  as  liquid 
as  money  in  hand,  and  that  it  would  be  a  simple 
matter  for  the  Government  to  reach  out  and  take 
any  part  of  it. 

Debt- Holders  and  Tax-Payers. 

It  is  true  and  a  factor  of  great  importance  in 
every  discussion  of  national  debts  that  what- 
ever payments  are  made  upon  these  debts  will 
go  for  the  most  part  to  people  who  are  resi- 
dents and  tax-payers  of  the  same  country. 
There  is  no  extinguishment  of  capital,  and  the 
payments  are  not  comparable  in  effect  to  losses 
by  fire  or  storm,  or  to  the  destruction  and 
waste  which  occurs  during  the  war.  The 
real  economic  los.ses  represented  by  the  debts 
are  taking  place  during  the  war,  but  when  the  war 
is  over  this  class  of  losses  will  be  at  an  end.  All 
of  these  countries  will  begin  to  grow  richer  from 
the  day  the  armies  are  redistributed  into  in- 


du.stry.  The  newly  created  wealth  gathered 
into  the  national  treasuries  by  taxation  will  be 
paid  to  the  holders  of  tlic  national  obligations, 
and  be  as  much  a  part  of  the  national  wealth 
in  their  hands, — as  available  for  expenditure 
and  investment — as  in  the  hands  of  the  original 
holders. 

A  public  debt  presents  a  fiscal  problem 
rather  than  an  industrial  one.  The  task  is  that 
of  providing  the  Treasury  with  an  income  from 
the  people  large  enough  to  offset  its  outgo  to 
the  people,  and  although  evidently  there  are 
complications  and  difficulties  to  be  overcome 
they  are  of  small  importance  compared  with 
an  actual  loss  of  the  capital  involved. 

It  is  said  in  behalf  of  the  piopusiiion  for  a 
capital  levy  tliat  the  payments  would  go  back 
largely  to  the  people  subject  to  the  levy.  No 
doubt  this  is  true,  for  presumably  the  debt  is 
largely  in  the  hands  of  the  tax-paying  class. 
But  it  is  important  to  do  justice  between  in- 
dividuals, and  income  and  the  ability  to  pay 
large  sums  promptly  out  of  hand  do  not  al- 
ways correspond  to  property  holdings.  A  levy 
upon  capital,  based  upon  property  values 
would  not  fall  upon  all  alike;  in  the  very  na- 
ture of  property,  varied  in  kind  as  it  is,  and  in 
view  of  the  widely  different  circumstances  of 
property-owners,  a  heavy  though  uniform  levy 
upon  all  would  fall  with  very  different  weight 
upon  people  of  the  same  nominal  wealth,  but 
whose  investments  were  of  different  classes. 
It  would  even  be  very  different  to  the  same 
individual  at  different  times.  Persons  who  in 
tlieir  zeal  to  support  tlie  Government  had  bor- 
rowed for  the  purpose  of  lending  to  it  would 
have  their  holdings  of  Government  obligations 
practically  cancelled  while  their  debts  remained 
for  them  to  pay. 

Avoid  Disturbance  to  Production. 

The  best  way  to  deal  with  the  debt  is  in  the 
manner  which  will  cause  the  least  disturbance 
to  the  community  organization,  and  particu- 
larly to  the  great  processes  of  industry  by 
which  new  wealth  is  being  daily  created  and 
distributed.  Whatever  disorganizes  and  inter- 
rupts these  productive  processes  may  quickly 
cost  more  to  any  class  than  the  possible  sav- 
ings of  that  class.  It  is  a  fundamental  princi- 
ple that  whatever  reforms  are  desired,  what- 
ever alterations  are  wanted  in  the  existing  so- 
cial organization,  should  be  accomplished  by 
methods  which  do  not  stop  the  machinery  upon 
which  community  life  depends.  Society  is  a 
going  concern,  it  must  earn  its  bread  daily,  and 
the  organization  must  be  repaired  or  improved 
while  in  motion. 

The  argument  for  dealing  with  the  debt  in 
the  manner  which  will  cause  the  least  disturb- 
ance to  existing  conditions  supixjris  the  claim 
that  the  charges  should  fall  mainly  upon  the 
property-owning  clas.scs,  as  the  debt  is  prob- 
ably for  the  mo.st  part  in  their  hands,  but  there 


is  another  consideration.  It  is  not  right  or  in 
the  public  interest  that  the  financial  burdens 
of  the  war  should  be  thrown  upon  the  thrifty, 
saving  class  to  the  practical  exemption  of  a 
class  numerically  larger,  composed  of  people 
who  spend  as  they  go.  This  would  be  having  the 
State  penalize  and  discourage  the  virtue  which 
is  at  the  very  basis  of  social  progress.  Instead 
of  doing  this  it  would  be  better  to  reverse  the 
policy  and  meet  the  debt  charges  in  part  at 
least  by  taxes  directed  at  unnecessary  expen- 
ditures, which  cause  wasteful  diversion  of  la- 
bor from  productive  employments.  There  is  a 
large  field  in  which  such  taxation  could  oper- 
ate, and  the  effect  would  be  to  save  some  por- 
tion of  the  capital  thus  dissipated,  while  the  re- 
imbursement of  the  people  who  had  accumulated 
and  loaned  capital  to  tJie  state  would  be  a  re- 
I)lenishment  of  the  capital  fund  of  the  nation. 

The  National  Obligation  to  Those  Who  Save. 

The  suggestion  of  capital  conscription  seems 
to  have  been  particularly  inopportune  at  a  time 
when  the  nations  are  appealing  to  all  the  people 
to  deny  themselves,  save  and  lend  capital  to 
the  Government.  Mr.  Asquith,  the  former  Lib- 
eral Premier,  has  taken  occasion  to  express  him- 
scl  f  upon  this  p)oint  vigorously.    He  said : 

"I  think  it  ought  to  be  made  clear — it  ought  not  to  be 
necessary  to  be  made  clear — but  so  far  as  I  can  wish 
to  make  it  clear — speaking  on  behalf  of  those  whom  I 
represent — that  we  regard  the  obligation  the  State  has 
undertaken  in  this  matter  as  a  sacred  obligation.  It  is 
not  capable  of  any  kind  of  qiialitication,  diminution,  or 
withdrawal.  In  the  appeals  that  are  now  being  made, 
and  very  properly  made,  by  the  War  Savings  Commit- 
tee and  by  other  l)odies  to  the  men  and  women  of  the 
country  to  advance  their  money  to  the  State,  those  who 
respond  to  those  appeals  may  be  perfectly  sure  that  they 
have  behind  them  the  public  credit,  safeguarded  and 
warranted  by  every  possible  sanction  that  any  responsi- 
ble politician  in  this  country  can  give." 

Remedy  in  Enlarged  Production. 

The  problem  of  dealing  with  the  public  debt 
after  the  war  will  be  simplified  by  all  the  im- 
provements that  may  be  effected  in  the 
methods  of  production.  This  is  the  easiest 
and  most  effective  way  of  dealing  with  the 
debt.  In  forecasting  the  burdens  of  the  fu- 
ture, people  very  naturally  mea.sure  them 
against  their  ability  to  carry  burdens  in  the 
past,  but  happily  their  abilities  are  always  de- 
veloping and  never  more  rapidly  than  now. 
If  we  can  conceive  that  owing  to  improve- 
ments in  machinery,  gains  in  scientific  knowl- 
edge, greater  individual  skill  and  better  re- 
lations between  employers  and  wage-earners, 
the  average  efficiency  of  every  worker  might 
be  quickly  doubled,  it  is  easy  to  see  that  the 
indebtedness  over  which  there  is  so  much 
concern  would  be  of  very  small  importance. 
There  would  be  so  much  business,  everybody 
would  have  so  much  to  do,  and  would  be  so 
much  more  prosperous  than  ever  before,  that 
no   attention    would   be    paid   to   the   increased 


taxation.  To  suggest  doubling  the  indus- 
trial output  inay  sound  extravagant,  but  even 
in  the  past  the  tonnage  of  the  railways  of  the 
United  States  have  been  doubling  in  a  little 
more  than  ten  years.  We  have  just  begun  to 
appreciate  the  possibilities  of  social  progress 
that  lie  in  highly  organized,  genuinely  cooper- 
ative, industry,  and  what  is  now  called  quan- 
tity production.  The  essential  thing  is  to  get 
everybody  interested  in  the  possibilities  of  in- 
creased production  instead  of  in  the  paralyz- 
ing agitation  which  lays  all  emphasis  upon 
the  division  of  the  product.  If  the  com- 
modities of  trade  which  minister  to  the  com- 
fort and  welfare  of  the  people  are  produced  in 
greater  quantities  and  more  econotnically  than 
ever  before,  there  is  not  the  slightest  doubt 
that  there  will  be  a  broad  distribution  of  them. 
Everybody  who  produces  them  will  be  striv- 
ing to  distribute  diem,  and  if  the  increase  is  in 
all  kinds  of  products  everybody  will  have 
something  to  give  in  exchange  for  the  prop- 
erty or  services  of  others;  there  will  be  more 
of  everything  for  everybody,  and  ta.xation  will 
be  the  least  of  anybody's  worries. 

Industrial  Organization. 

In  this  country  we  were  on  the  threshold  of 
great  developments  in  industry  before  the  war, 
but  were  not  quite  clear  that  we  wanted  them. 
We  had  gone  far  enough  to  know  that  important 
economies  could  be  accomplished  by  organizing 
industries  on  a  large  scale,  bringing  all  stages 
of  production  under  one  inanagement,  sub-divid- 
ing the  processes,  developing  special  machinery 
and  training  labor  to  specialize  in  the  processes. 
There  are  economies  in  consolidating  competitive 
concerns,  reducing  overhead  charges,  increasing 
the  ability  to  do  research  work,  eliminating  trans- 
portation charges,  making  it  possible  to  place 
both  production  and  distribution  to  greater  ad- 
vantage and  improve  service  in  many  ways. 

But  the  reorganization  which  this  involved  dis- 
turbed many  people  and  excited  antagonism. 
There  were  instances  of  hardship,  and  of  arbi- 
trary and  unfair  use  of  power.  Popular  opinion 
was  against  the  consolidations.  Sympathy  was 
with  the  small  operator,  even  though  his  methods 
were  uneconomical ;  it  was  thought  to  be  more 
democratic  to  have  a  greater  number  of  proprie- 
tors. Moreover,  it  was  said  that  however  great 
might  be  the  economics  achieved  by  the  trusts, 
they  were  not  passed  on  to  the  public — a  state- 
ment essentially  superficial, because  all  real  sav- 
ings which  become  capital  are  sure  to  yield 
benefits  to  the  public.  Capital  cannot  be  used 
without  giving  benefits  to  the  public. 

The  effect  of  this  popular  opposition  to  big 
business  has  been  seen  in  the  anti-trust  laws, 
which,  however,  have  been  only  partially  success- 
ful in  stopping  the  movement  at  which  they  were 
aimed,  because  when  brought  face  to  face  with 
highly  developed  organizations  evidently  realiz- 


ini;  important  economies  and  rendering  valuable 
public  services,  the  courts  have  sought  to  find  an 
interpretation  which  would  allow  them  to  live, 
while  establishing  restraints  against  the  abuse  of 
power. 

Shoe  Machinery  Case. 

The  United  States  Machinery  Company,  which 
has  been  under  fire  for  years,  has  finally  emerged 
from  litigation  with  a  decision  in  its  favor  from 
the  Supreme  Court.  This  company  has  gathered 
together  numerous  patents  covering  machines 
used  in  the  various  processes  of  shoe-making, 
the  avowed  purpose  being  to  provide  a  complete 
outfit  of  machinery  for  a  shoe  factory.  It  em- 
ploys a  large  force  of  skilled  mechanics  and 
inventors  who  are  constantly  at  work  upon  the 
improvement  of  mechanical  methods  in  shoe- 
making.  It  does  not  sell  the  machines,  but  leases 
them  upon  a  system  of  royalties.  Its  service  is 
original  and  unusual,  and  it  was  charged  with 
being  a  monopoly. 


The  decision  of  the  Supreme  Court  is  reported 
as  a  sweeping  victory  for  tlie  Company.  The 
full  text  is  not  available,  but  excerjjts  indicate 
that  the  Court  was  impressed  with  the  economic 
value  of  the  organization.  "The  idea  is  repel- 
lant,"  says  the  opinion,  "that  so  complete  an 
instrumentality  shall  be  dismantled  and  its  con- 
centration and  efficiency  lost.  The  company 
indeed  has  magnitude,  but  it  is  at  once  the  result 
and  cause  of  efficiency,  and  the  charge  that  it 
has  been  oppressively  used  is  not  sustained." 

This  is  in  contrast  with  the  view  that  mere 
size  and  pre-eminence  in  a  field  constitutes  a  vio- 
lation of  the  law  because  it  includes  the  power  to 
oppress  the  public.  In  the  case  of  the  Interna- 
tional Harvester  Company,  the  Circuit  Court 
found  that  there  was  no  ground  for  complaint  of 
its  treatment  of  the  public,  bit  that  it  was  or- 
ganized in  violation  of  the  law  and  must  be  dis- 
solved. This  case  is  now  pending  in  the  Supreme 
Court  along  with  the  case  against  the  United 
States  Steel  Corporation.     Both  of  these  cor- 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  MAY  24,  1918. 
(In  Thousands  of  Dollars) 


RBSOtJROES 

Gold  coin  and  certificates 

Boston 

2,879 
£0.927 

3,675 

N.Y. 

351.319 
39.583 
18,112 

Phila. 

9,167 

40,537 

3,C75 

Clev'd 

25,633 
54.544 

4,725 

Rlch'd 

6,369 

23,224 

1,837 

AUanta 

6.633 

15.224 

1.575 

Cbicaeo 

28,276 

81,869 

7350 

St  Louis 

1,906 

23,784 

2,100 

M'npl's 

8371 
18.53) 
2.100 

Kaa.Cit7 

360 

23.344 

2,625 

Dalbs 

5,405 
8438 
1338 

S.Fr'aco 

32,142 
17,773 
2888 

Total 
478460 

Gold  Settlement  Fund 

Gold  with  foreiim  agencies 

407,767 
52300 

Total  sold  held  by  banlcs 
Gold  with  Federal  Reserve 

67,481 

63.163 
2,C(10 

409.014 

247.502 
12.500 

53.379 

83,661 
3,000 

84,902 

107.630 
1,177 

31,430 
32,957 

23,432 

37,838 
1,799 

117495 

152,251 
2,090 

27.790 

41.131 
1.715 

28,991 

34,672 
1.984 

26.329 

36.936 

758 

15.681 

19.163 

1359 

52.803 

73377 
78 

938.727 
930,181 

Gold  Redemption  Fund. . . 

29,115 

Total  gold  reserves. . 

Lesal  tender  notes.  Silver, 

etc 

132,644 
2.709 

669,016 
41.658 

140,040 
1,291 

193.709 
482 

65,142 

441 

63,069 
942 

271,836 
4,980 

70.636 
1.771 

65,647 
133 

64.023 
415 

36.103 
2.909 

126,158 
302 

1.898.823 
58.033 

Total  Reserves 

Bills  discounted.  Members 
Bills  bousbtinopenmark't 

135,353 
41,277 
22314 

710.674 
442.175 
138,983 

141.331 
40.690 
23.438 

194,191 
54,018 
10,527 

65,583 

46,058 

2494 

64,011 
23,814 
4,509 

276,816 
80,771 
41,011 

121,782 

7,200 

■"■  3,189 
90 

72407 
30.814 
6.955 

65,780 
24,051 
4,745 

64438 

71377 

1,446 

39.012 

28.1C0 

770 

28.930 

3.981 

1.750 
823 

126.4C0 
39.694 
20.669 

1.956.056 

923399 

278321 

Total  bills  on  hand.. 
U.  S.  Oovemm't  lone-tenn 

63391 

616 

1,421 

581.158 
2.756 
3,475 

64,128 
1.347 
2321 

64.845 
7,800 
9,822 

48552 
1,523 

28,383 

"".730 

1.205 
53 

37,769 
2333 

511 

58 

28,796 

1,845 

1314 
84 

73,023 

8364 

4.398 
23 

60363 

3,461 

1347 
20 

C 1301320 
42,067 

U.S.  Oovemm't  short-term 

32476 

All  other  earning  assets. . . 

1.151 

Total  Eamlne  Assets 
Due  f  r.  other  F.  R.  Bks.  net 
Uncollected  Items. 

65.628 
3,746 
22506 

587,389 
69,355 

67,796 
10.484 
42,869 

82.467 
42.338 

51,309 
26,186 

30371 
23,558 

132,261 
12397 
41,269 

40,571 

5559 

30,190 

32.039 
2.2G3 
9.599 

86,308 

1,570 

22318 

35484 
17364 

65391 
17488 

1377314 
b)14X)33 
365.440 

Total  deduction  trom 

cross  deposits 

M  redemption  fund  asainst 

26452 

69,355 

53353 
89 

42338 

26,186 

23,558 

54,166 

36,149 

11362 

23.788 
400 

17364 
137 

17488 

351.407 
S37 

All  other  resources 

8B 

TOTAL  RESOURCES 

227,233 

1.367418 

262.569 

318,996 

143,078 

117*40 

463.243 

149.127 

109.681 

174.934 

92,497 

209.S39 

3.585303 

TiTABILirrBS 
Capital  Paid  in 

6.466 

75 
11,728 

87.830 
17,734 

19,754 

649 

12,142 

628,517 
54,145 
37,552 

100.312 

fi,9tl8 

10,696 

88,711 
27,810 

8536 

19.194 

108,184 

28.728 

2,349 

174 

3,811 

116 

4,247 

42.248 
173f'2 
6,892 

3.019 

40 

4.892 

37.398 

14.377 

412 

17 

9.737 

216 

9.493 

185,287 
22363 

3.154 

3,623 

12.615 

47.684 
21374 

35 

2.782 

38 
9.879 

38.614 
4, 094 

19 

3.500 

9318 

66,701 
13,644 

2.967 

7.717 

36,876 
734 
3.579 

4.332 

9.934 

68.234 
13.2« 

4,192 

75,465 

1,134 

Government  Deposits 

Due  to  members— reserve 
account 

122350 

1,436.284 

Collection  Items. 

Due  to  other  F.  R.  Bk's  net 

Other  deposits  incld'sFor. 

Government  credits 

242,488 
107303 

Total  Gross  Deposits. . . . 
F.  R.  Notes  in  actual  circu- 
lation   

117.292 
102,898 

502 
227.233 

832,668 
506.342 

8.005 

127.217 
128,414 

1S8.629 
150,987 

M 

70.749 
68,281 

121 

57.096 
57,780 

S 

220,502 
231,690 

1.098 

81.708 
63.276 

520 

52.606 
63387 

368 

90.163 

72.299 

7.764 
1.208 

174534 

SS.666 
33357 

307 
92.497 

95,681 
109310 

316 

13a9,0S 
a  1378,621 

K.  U.  Bank  Notes  in  circu- 
lation, net  liabilltr 

All  other  LtabiUtles 

7.764 
13.294 

TOTAL  UABIUTIES 

U67,418 

262.569 

318.996 

143.078 

117,940 

463,243 

149.127 

109,681 

209,539 

3385303 

(a)  Total  Reserve  notes  in  circulation.  1.578,621. 

(b)  Difference  bclwern  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  14.033:  Ratio  of  gold  reserves  to 
net  deposit  and  Federal  Reserve  note  liabilities  combined  60.ri^  Ratio  of  toUl  reserves  to  net  deposit  and  Federal  Reserve  nota 
liabilities  comblnud  62.4JC.  „  ^        ,  „  ^. 

(e)  Bills  discounted  and  bought :  U.  S.  Government  short  term  sec:urities ;  municipal  warrants,  etc. :  1—15  days  715367  j  16-30  days  118,77. ; 
31-60  days  207,070;  61-90 days  151451;  over  90  d.-iys  41,Sb2.    Total  13343Z7. 
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porations  have  rendered  large  services  to  the 
public  and  are  doing  so  now.  They  have  sup- 
plied a  leadership  in  industry,  and  in  world-wide 
distribution  of  American  manufactures,  and  set 
up  new  standards  of  corporation  management 
and  of  industrial  efficiency.  It  is  by  just  such 
methods  as  they  and  the  Shoe  Machinery  Com- 
pany have  initiated  that  we  may  hope  to  accom- 
plish something  like  an  industrial  revolution,  ren- 
dering it  possible  to  raise  the  level  of  pay  and  of 
living  conditions  for  the  workers. 

The  Supreme  Court  seems  to  have  been  in- 
fluenced by  this  consideration,  but  it  is  note- 
worthy that  the  decision  was  rendered  by  a 
vote  of  4  to  3,  and  that  two  justices  did  not 
participate,  having  been  connected  with  the 
prosecution  of  the  case  before  becoming  mem- 
bers of  the  Court. 

The  Only  Way  Forward. 

The  air  is  full  of  talk  to  the  effect  that  indus- 
trial conditions  are  to  be  different  after  the  war, 
with  the  implication  that  capital  will  receive  less 
and  labor  a  larger  share  of  the  fruits  of  indus- 
try. Much  of  the  talk  is  misleading,  for  it  pre- 
simies  a  conflict  of  interests  which  does  not  ex- 
ist. In  the  first  place  capital  itself  withdraws 
nothing  from  industry;  it  consumes  nothing. 
Capital  is  not  a  living  thing;  it  is  not  a  competi- 
tor of  labor.  It  is  an  aid  to  labor  in  production ; 
it  helps  multiply  the  quantity  of  all  the  things 
which  the  millions  of  men  and  women  who  make 
up  the  ranks  of  labor  consume.  For  example 
the  thousands  of  farm  tractors  which  are  now 
going  into  use,  each  representing  an  investment 
of  $1,000  or  more,  are  a  form  of  capital.  Back 
of  them  is  an  investment  of  millions  of  dollars, 
expended  in  the  development  of  the  machine  and 
in  use  in  the  plants  and  working  capital  of  com- 
panies now  manufacturing  them.  The  effect  is 
to  increase  the  amount  of  land  which  one  farmer 
can  cultivate,  and  cheapen  the  production  of 
food.  In  the  same  manner  automatic  spinning 
and  weaving  machinery  increases  the  produc- 
tiveness of  labor  in  the  textile  mills,  and  capital 
investments  in  all  lines  of  industry  serve  to  in- 
crease production.  Since  the  laboring  class  are 
the  great  consumers  of  products  it  is  evident 
that  this  class  is  the  greatest  beneficiary  of  capi- 
tal investments. 

The  idea  that  labor  will  be  able  to  suddenly 
and  largely  increase  the  compensation  which  it 
receives  is  evidently  fallacious  so  far  as  small 
proprietors  and  comparatively  undeveloped  in- 
dustries are  concerned.  Many  of  them  can 
barely  exist  under  present  conditions.     The  un- 


economical producer  must  give  way  to  make 
possible  any  general  advance  in  wages.  He 
cannot  pay  more,  and  so  long  as  he  remains  a 
factor  in  the  supply,  protected  by  law  and 
public  favor,  the  more  efficient  producer  will 
be  hindered  from  extending  his  operations, 
and  at  the  same  time  protected  in  large  profits. 
The  latter  cannot  be  required  to  sell  his 
product  below  the  prices  of  his  uneconom- 
ical competitor  or  to  pay  higher  wages  than 
that  competitor.  It  is  an  axiom  that  the 
market  price  for  any  commodity  is  fixed 
by  that  portion  of  the  necessary  supply 
which  is  produced  at  the  highest  cost.  There- 
fore there  can  be  no  rapid  change  in  in- 
dustrial conditions  except  by  eliminating 
that  large  body  of  producers  in  every  line 
who  have  been  doing  business  at,  or  only  slight- 
ly above,  cost.  Is  the  public  thinking  of  this 
class  of  producers  as  it  talks  of  industrial  revo- 
lution? Has  it  made  up  its  mind  to  see  them 
go,  and  to  accept  the  doctrine  that  the  aim 
throughout  industry  should  be  not  to  provide  the 
greatest  number  of  jobs  but  to  accomplish  pro- 
duction in  the  most  economical  manner? 

Discount  Rates. 

Ditcount  rates   of  each  Federal  Resemii  Bank  appro-veJ  by 
tht  Federal  Reser've  Board  up  to  May  24,  1918. 
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thosj  lor  commercial  paper  of  correspondinz  maturities. 

Note  3.— In  case  the  no-day  trade  acceptance  rate  is  hieher  than 
the  15-day  discount  rat'-,  trade  acceptances  maturiuK  within  15  days 
will  be  taken  at  the  lower  rate. 

Note  4. -Whenever  application  Is  made  by  member  Kinks  for 
renewal  ofl.'i-djy  paper,  the  Federal  Reserve  banks  may  charssa 
rate  t^ot  exceedinij  that  for  80-day  paper  of  the  same  class. 
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THE  NATIONAL  CITY  BANK  OF  NEW  YORK 

Condensed  Statement  as  of  May  10,  1918. 
ASSETS 

CASH  on  hand,  in  Federal  Reserve  Bank  and 
due  from  Banks  and  Bankers  and  United 
States  Treasurer $151,779,713.92 

Acceptances  of  Other  Banks 35,397,183.63 

UNITED  STATES  TREASURY  CERTIFI- 
CATES maturing  in  less  than  90  days. . .    140,512,500.00    $327,689,397.55 


UNITED  STATES  BONDS  $25,449,526.20 

Loans  and  Discounts   310,702,357.99 

Other  Bonds   39,291,806.09 

Stock  in  Federal  Reserve  Bank 1,500,000.00 


376,943,690.28 


Due   from    Branches 14,058,790.31 

Banking  House    5,000.000.00 

Customers'  Liability  Account  of  Acceptances 20,637,939.26 

Other  Assets   2,911,280.35 


TOTAL $747,241,097.75 

LIABILITIES 

CAPITAL,  Surplus  and  Undivided  Profits $74,994,970.02 

DEPOSITS   628,196,322.63 

Reserve  for  Expenses,  Taxes,  and  Unearned  Interest 4,605,767.41 

Circulation    1,756,300.00 

Rediscounts  and  Foreign  Bills  of  Exchange  Sold 9,963,889.69 

Acceptances,  Cash  Letters  of  Credit  and  Travelers  Checks..  22,181,039.01 

Other  Liabilities  5,542,808.99 


TOTAL $747,241,097.75 
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The  Kaiser's  War  Council. 

THE  story  which  Mr.  Morgenthau, 
the  American  Ambassador  at  Con- 
stantinople, has  told  in  the  June 
number  of  the  "World's  Work,"  of 
the  German  War  Council  at  Pots- 
dam on  July  5,  1914,  as  he  received  it  from 
Baron  Wangenheim,  the  German  Ambassador 
at  Constantinople,  agrees  with  the  Lichnowsky 
story  of  which  an  abstract  was  given  in  these 
columns  recently,  and  other  accounts  of  the 
preparations  for  war  with  which  Germany  was 
busy  while  the  rest  of  the  world  was  ignorant  of 
the  impending  calamity. 

It  is  very  important  that  the  civilized  world 
shall  fully  understand  the  complete  hollowness 
of  the  German  plea  of  self-defense,  and  the 
duplicity  with  which  the  Emperor  after  pre- 
paring the  mine  with  a  time  fuse,  went  off^ 
for  a  trip  on  his  yacht,  to  be  taken  by  surprise' 
when  the  explosion  occurred. 

Baron  Wangenheim  disappeared  from  Con- 
stantinople soon  after  the  assassination  of  the 
Grand  Duke  and  Duchess  at  Sarajevo,  and 
after  the  declaration  of  war  told  Ambassador 
Morgenthau  of  the  momentous  conference 
which  he  had  attended.  Mr.  Morgenthau  says: 

"This  meeting  took  place  at  Potwiam  on  July  5th.  The 
Kaiser  presirlcU;  nearly  all  the  ambassadors  attended;  Wangen- 
heim came  to  tell  of  Turkey  and  enlighten  his  associates  on  tftc 
situation  in  Constantinople.  Moitke.  then  Chief  of  Staff,  was 
there,  representing  the  army,  and  Admiral  von  Tirpitz  spoke 
for  the  navy.  The  great  bankers,  railroad  directors,  and  the 
captains  of  German  industry,  all  of  whom  were  as  neccs^ry  to 
German  war  preparations  as  the  armv  itself,  also  attended. 

"Wangenheim  now  told  me  that  the  Kaiser  solemnly  put  the 
question  to  each  man  in  turn.  Was  he  ready  for  war?  All 
replied  *Ves'  except  the  financiera.  They  said  that  they  must 
have  two  weeks  to  sell  their  foreign  securities  and  to  make 
loans.  At  that  time  few  people  had  looked  upon  the  Sarajevo 
tragedy  as  something  that  was  likely  to  cause  war.  This  con. 
ference  took  all  precautions  that  no  such  suspicion  should  be 
aroused.  It  deciaed  to  give  the  bankers  time  to  readiust  their 
finances  for  the  coming  war,  and  then  the  several  members  went 
quietly  bade  to  their  work  or  started  on  vacations.  The  Kaiser 
went  to  Norway  on  his  yacht,  von  Uethmann.Hollweg  left  for 
a  rest,  and  Wangenheim  returned  to  Constantinople. 

"in  telling  me  about  this  conference,  Wangenheirn,  of  course, 
admitted  that  Germany  had  prccinitatcd  the  war.  I  think  that 
he  was  rather  proud  of  the  wnole  performance:  proud  that 
Germany  had  gnne  about  the  matter  in  so  methodical  and  far- 
seeing  a  way;  especially  proud  that  he  himself  had  been  invited 
to  participate  in  so  momentous  a  gathering.  The  several  blue, 
red.  and  yellow  books  which  flooded  Europe  the  few  months 
following  the  outbreak,  and  the  hundreds  of  documents  which 
were  issued  by  German  propaganda  attempting  to  establish  Ger- 
many's innocence,  never  made  any  impression  on  me.  For  my 
conclusions  as  to  the  responsibility  arc  not  based  on  suspicions 
or  belief  or  the  study  of  circumstancial  data.  I  do  not  have 
to  reason  or  argue  about  the  matter.  1  know.  The  conspiracy 
that  has  caused  this  greatest  of  human  tragedies  was  hatched 
by  the  Kaiser  and  his  imperial  crew  at  this  Potsdam  conference 
of   July    S,    1914.      One    of   the    chief   participants,    flushed    with 
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his  triumph  at  the  apparent  success  of  the  plot,  told  me  the 
details  with  his  own  mouth.  Whenever  1  hear  people  arguing 
about  the  responsibility  for  this  war  or  read  the  clumsy  and 
lying  excuses  put  forth  by  Germany,  I  simply  recall  the  burly 
figure  of  Wangenheim  as  he  appeared  that  August  afternoon, 
puffing  away  at  a  huge  black  cigar,  and  giving  me  his  account 
of  this  historic  meeting.  Why  waste  any  time  discussing  the 
matter  after  that? 

"This  Imperial  Conference  took  place  July  5th;  the  Serbian 
ultimatum  was  sent  on  July  22nd.  This  is  just  about  the  two 
weeks'  interval  which  the  financiers  had  demanded  to  complete 
their  plans.  All  the  great  stock  exchanges  of  the  world  show 
that  the  German  bankers  profitably  used  this  interval.  Their 
records  disclose  that  stocks  were  being  sold  in  large  quantities 
and  that  prices  declined  rapidly.  At  that  time  the  markets 
were  somewhat  puzzled  at  this  movement;  Wan^enheim's  ex- 
planation clears  up  any  doubts  that  may  still  remain.  Germany 
was  changing  her  securities  into  cash,  for  war  purposes.  If 
any  one  wishes  to  verify  Wangenheim,  1  would  suggest  that 
he  examine  the  quotations  of  the  New  York  stock  market  for 
these  two  historic  weeks.  He  will  find  that  tliere  were  aston* 
ishing  slumps  in  quotations,  especially  on  the  stocks  that  bad 
an  international  market.  Between  July  5th  and  July  22nd, 
Union  Pacific  dropped  from  ISS'A  to  127^^,  Baltimore  and  Ohio 
from  91 K  to  81,  United  States  Steel  from  61  to  50}^,  Canadian 
Pacific  from  194  to  185>i  and  Northern  Pacific  from  lUH 
to  108." 

Dr.  Muhlon's  Revelations. 

Dr.  Wilhelm  Muhlon,  at  the  outbreak  of  the 
war  a  director  of  the  great  Krupps  company, 
whose  story  of  his  discovery  that  war  was  im- 
pending was  given  here  with  the  Lichnowsky  ab- 
stract a  few  months  ago,  has  given  out  a  fur- 
ther statement  in  Switzerland,  where  he  is 
now  living.  One  feature  of  it  is  a  vindication 
of  Belgium  from  any  complicity  in  bringing 
on  the  war  or  knowledge  that  it  was  impend- 
ing. He  tells  of  the  guns  which  Krupps  had 
made  for  Belgium,  and  which  were  ready  for 
delivery  before  the  war,  but  at  the  request  of 
Belgium  were  not  delivered.    He  says : 

"Belgium  drew  virtually  all  her  war  material  from  Germany, 
and  depended  upon  us  for  models  and  manufacture.  Thus 
28^:entiraeter  guns  for  fortifying  Antwerp  had  been  ordered 
and  were  ready  for  delivery.  The  eartdworks  _  at  Antwerp, 
however,  were  not  sufficiently  advanced  and  Belgium  asked  us 
to  keep  them,  and  shortly  before  the  war  even  oflfercd  to  pay 
storage  on  the  guns  if  tncy  were  kept  until  it  was  convenient 
to  accept  them.  The  guns,  therefore,  were  held,  and  when 
the  war  broke  the  Prussian  War  Minister  took  possession  of 
these  valuable  cannon  and  turned  them  to  his  own  uses." 

The  Crops. 

Reports  come  from  trustworthy  sources  of 
serious  damage  to  crops  in  Nebraska  and  the 
southwest  by  intense  heat  during  the  last 
week  of  June.  Wheat  fortunately  was  so  far 
advanced  as  to  suffer  least,  and  the  authorities, 
placing  the  highest  estimate  on  damage,  still 
count  on  the  winter  crop  for  600,000,000  bush- 
els. Conditions  in  the  spring  wheat  states  are 
good,  except  in  western  North  Dakota  and 
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parts  of  Montana.  Oats  and  corn  in  the  first- 
named  territory  have  been  hurt,  but  in  other 
states  stil!  have  good  promise.  The  Canadian 
crops  arc  in  good  condition.  The  minor  field 
and  gfarden  crops  are  doing  well  and  this  is 
true  generally  of  fruit,  although  in  some  sec- 
tions the  severe  winter  did  considerable  dam- 
age to  fruit  trees. 

General  Business  Conditions. 


Government  control  over  the  industries  is 
rapidly  extending.  The  War  Industries  Board 
has  laid  the  country  off  into  twenty  districts 
for  the  purpose  of  making  an  intensive  study 
of  industrial  capacity  and  of  utilizing  and  con- 
verting existing  industries  for  war  work.  An- 
other Government  organization,  recently 
formed  under  the  Department  of  Labor,  known 
as  the  United  States  Employment  Service,  has 
divided  the  country  into  thirteen  districts,  and 
after  August  1st  will  have  general  supervision 
over  the  distribution  of  labor,  apportioning  the 
floating  supply  and  regulating  the  movement. 
The  object  is  to  reduce  the  enormous  turn- 
over which  lowers  efficiency,  and  to  put  a 
check  upon  competitive  bidding.  It  is  evident 
that  there  must  be  some  restraint  upon  the 
latter  where  the  Government  is  the  principal 
purchaser,  but  it  is  a  very  delicate  matter  to 
attempt  to  place  <  estrictions  upon  individual 
bargaining,  particularly  when  conditions  are 
favorable  to  the  wage-earners. 

The  volume  of  general  trade  is  undiminished, 
although  the  actual  turnover  of  goods  is  pos- 
sibly less  than  a  year  ago,  but  merchants  com- 
plain of  increasing  difficulty  in  replenishing 
stocks,  and  manufacturers  whose  products  do 
not  entitle  them  to  priority  orders  have  in- 
creasing difficulty  in  getting  materials.  Look- 
ing to  the  future  it  is  evident  that  trade  in 
non-essentials  will  dwindle  because  the  goods 
cannot  be  had.  The  earnings  of  the  wage- 
working  population  are  still  rising,  by  reason 
of  full  time,  the  employment  of  women  and 
higher  wages,  and  this  insures  a  heavy  trade 
in  the  unrestricted  lines. 

All  of  which  answers  the  fears  of  the  people 
who  are  still  afraid  that  a  reduction  of  accus- 
tomed expenditures  by  the  public  will  bring  on 
a  state  of  unemployment  and  business  prostra- 
tion. The  mandatory  curtailment  of  the  in- 
dustries is  far  outdoing  voluntary  action. 

The  steel  industry  is  under  practically  com- 
plete control,  all  distribution  of  product  being 
subject  to  supervision,  and  Government  au- 
thority or  direction  is  extending  in  all  lines. 
Manufacturers  are  co-operating  to  reduce  the 
number  of  styles  and  varieties  of  products. 
Thus  in  agricultural  implements,  tools,  and 
stoves  the  number  which  must  be  carried  in 
stock  is  materially  reduced.  The  number  of 
styles  of  shoes  and  of  varieties  of  paint  is 
much   reduced,   and   this   policy   is   generally 


pursued.  The  distribution  of  coal  is  under 
strict  regulation  and  investigation  will  be  made 
of  power  plants  to  determine  whether  they 
are  operated  with  proper  economy. 

A  strike  in  the  New  Bedford  cotton  mills 
was  averted  last  month  by  a  wage  increase 
of  nyi  per  cent.  Wages  there  are  now  SO'/j 
per  cent,  above  the  rates  prevailing  on  Jan- 
uary 1,  1915.  The  last  general  wage  increase 
in  the  steel  industry  went  into  effect  on  April 
15  last  and  was  15  per  cent.  Two  increases 
of  10  per  cent,  each  were  made  in  1917  and 
three  of  10  each  in  1916. 

The  Money  Market. 

The  money  market  passed  through  the  month 
of  June  and  the  heavy  tax  payments  with  little 
of  the  strain  at  one  time  anticipated,  thus  repeat- 
ing the  familiar  experience  that  troubles  which 
are  foreseen  are  seldom  realized.  Interest  rates 
are  practically  imchanged. 

The  arrangements  made  by  the  Treasury  were 
such  as  to  avert  any  immediate  embarrassment 
from  the  transfer  of  funds,  all  checks  received 
by  the  collectors  being  deposited  to  the  credit  of 
the  Treasury'  in  the  banks  upon  which  they  were 
drawn.  This  reduced  the  problem  wholly  to  one 
of  credit — a  question  of  whether  the  taxpayers 
could  obtain  the  accommodations  they  required 
and  of  the  extent  to  which  bank  credits  would 
be  swollen.  A  call  for  20  per  cent,  of  the  tax- 
funds  has  been  made  on  the  New  York  banks, 
payable  July  2  and  3. 

Although  only  25  per  cent,  of  the  subscriptions 
upon  the  Third  loan  are  yet  due,  78  per  cent.,  or 
$3,235,000,000  had  been 'paid  to  June  27.  The 
Treasurj-  statements  are  apparently  behind  time 
in  their  figures  of  receipts  of  income  and  excess 
profits  taxes,  which  for  the  fiscal  year  to  June 
27  were  reported  at  $2,115,722,204,  of  which 
$1,588,363,798  were  paid  in  June  and  $342.- 
104,796  in  May.  As  the  total  of  these  taxes  to 
June  30  is  estimated  at  about  $3,000,000,000,  it 
may  be  assumed  that,  owing  to  congestion  in 
Treasury  offices,  dnily  statements  have  not 
caught  up  with  receipts.  If  collections  corre- 
spond approximately  to  estimates,  total  pay- 
ments to  the  end  of  the  month  upon  the  Third 
loan  and  for  income  and  excess  profits  taxes 
must  have  been  close  to  $6,000,000,000. 

These  payments,  however,  were  not  all  made 
in  May  and  June,  having  been  largely  anticipated 
by  the  sale  of  Treasury  certificates.  About  $4,- 
500,000,000  of  certificates  receivable  upon  sub- 
scriptions to  the  Third  loan  or  for  the  taxes  were 
issued,  of  which  all  but  $1,068,000,000  have  fallen 
due  and  presumably  have  been  retired.  Of  the 
latter,  $551,000,000  are  due  Julv  9.  and  $517,- 
000,000  July  18.  The  extent  to  which  these  certi- 
ficates were  actually  used  in  payments  for  bonds 
and  taxes  does  not  appear,  but  in  the  case  of 
$831,000,000  of  the  tax  certificates  sold  in  the 


New  York  district,  $468,000,000  remaining 
in  the  banks  were  redeemed  in  cash.  It  will 
be  seen  the  Treasury  had  to  a  very  great  extent 
received  and  expended  the  proceeds  of  the  loan 
and  of  the  taxes  in  advance.  The  certificates 
were  used  to  great  advantage  in  spreading 
the  payments  over  a  f>eriod  of  nearly  six  months. 

Banking  Conditions. 

In  order  to  measure  the  full  expansion  of 
bank  credit  in  connection  with  payments  on 
the  Third  loan  and  for  the  income  and  excess 
profits  taxes,  it  is  necessary  to  go  back  to 
about  the  first  of  the  year,  when  the  issue  of 
Treasury  certificates  in  anticipation  of  these 
payments  began.  The  expansion  of  credit  by 
the  Federal  Reserve  banks  is  shown  by  these 
figures : 

Dec.  29,  June  28, 

1917  1018 

nui    holdings     »D3«.072,000  $l,08fi.02.3.000 

Oovernment    securities    107..^33.000  250,080.000 

Other    earning    assets 1,005,000  23,000 

Total  earning  assets   $1,064,410,000        $1.34.M12.000 

Increase     $280,702,000 

The  member  banks  reporting  to  the  Federal 
Reserve  Board,  although  only  695  in  number, 
have  more  demand  deposits  than  all  of  the  na- 
tional banks,  but  these  compilations  are  not  ex- 
actly comparable  because  the  number  of  banks 
included  has  been  increased.  Their  holdings  of 
Government  securities,  including  certificates  of 
indebtedness,  and  of  all  other  loans  and  invest- 
ments on  December  28,  1917,  and  June  21,  1918, 
were  as  follows: 

Dec.  28  June  21 

63C  Bank!  flSf,  Banks 

D.  8.  Securities  owned $     801.026,000  $  1,582,211.000 

Loans  secured  hy  U.  S.  bonds 

and    certlflcntes    388.268,000  511,788,000 

All    other    loans    and    Invest- 
ments          9,574.047,000  10.328,617,000 

Total    $10,853,941,000        $12.422.(n7,000 

Increase    $1,568,676,000 

The  increase  of  loans  and  United  States  se- 
curities in  Federal  Reserve  banks  and  reporting 
member  banks  between  the  dates  named  aggre- 
gates $1,849,378,000,  but  this  showing  is  sub- 
ject to  important  qualifications. 

In  the  first  place,  allowance  must  be  made  for 
the  fact  that  there  are  65  additional  banks  in 
the  member  bank  statement  for  June  21.  It  is 
probable,  however,  that  these  are  not  of  the 
larger  banks,  and  do  not  greatly  alter  the 
figures. 

The  most  important  allowance  to  be  made  is 
for  the  fact  that  following  June  21  the  amount 
of  outstanding  Treasury  certificates  was  largely 
reduced  by  tax  payments  and  redemptions. 

Furthermore,  the  Treasury  statement  for  June 
27  shows  available  cash  in  the  general  fund, 
$1,614,606,652,  against  $823,000,000  on  Decem- 
ber 30,  1917,  an  increase  of  $791,606,652.  This 
is  not  very  much  as  disbursements  are  running, 
but  it  is  a  part  of  the  proceeds  of  the  financing 
under  review,  and  may  be  considered  as  off- 
setting Treasury  certificates  outstanding. 


If  we  disregard  Treasury  cash  and  bank 
holdings  of  certificates,  and  take  account  only 
of  the  increased  loans  and  discounts  of  reserve 
and  member  banks,  the  net  expansion  of  credit 
bv  these  institutions  is  approximately  $1,000,- 
000,000. 

Member  Banks. 

The  increase  of  loans  and  United  States  se- 
curities in  tlie  member  banks  of  the  Federal  Re- 
serve system,  by  districts,  since  last  December  is  in- 
dicated by  the  following  statement,  compiled  from 
reports  to  the  Federal  Reserve  Board.  Although 
these  include  for  December  only  630  banks  and 
for  June  695  banks,  they  are  banks  located 
in  the  central  reserve,  reserve,  and  other  large 
cities,  and  include  probably  85  per  cent,  of  the 
business  of  member  banks  in  the  system : 

RESERVE  DISTRICT.  Dec.  28.  June  21 

Boston,  number  of  banks  36  42 

V.   S.   Securities  owned $      28,426,000  50,559,000 

Loans  on    U.   S.   Securities 44,142,000  54,875,000 

All  other  loans  and  investments  659,419,000  789,694,000 

New  York    number  of  banks  96  98 

U.   S.  Securities  owned 435.214,000  848,749,000 

Loans  on  U.  S.  Securities 227,962,000  274,128,000 

All  other  loans  and  investments  4,179,107,000  4,203,253,000 

Philadelphia,  number  of  banks  44  49 

U.   S.   Securities  owned 28,021,000  64,806,000 

Loans  on  U.  S.  Securities 25,226,000  38,793,000 

All  other  loans  and  investments  552,974,000  639,317,000 

Cleveland,  number  of  banks  73  83 

U.  S.  Securities  owned 113,475,000  128,741,000 

Loans  on   U.  S.  Securities 21,125,000  44,390,000 

All  other  loans  and  investmenU  902,768,000  959,756,000 

Richmond,  number  of  banks  64  71 

U.  S.  Securities  owned 38,408,000  60,560,000 

Loans  on   U.  S.  Securities 10,152,000  17,446,000 

All  other  loans  and  investments  292,396,000  351,200,000 

Atlanta,   number  of   banks  35  35 

U.  S.  Securities  owned 32,877,000  45,792,000 

Loans  on  U.  S.   Securities 2,271,000  5,989,000 

All  other  loans  and  investments  268,854,000  244,425,000 

Chicago,    number   of   banks  85  95 

U.   S.    Securities  owned 64,321,000  128,076,000 

I-oans  secured  by  U.  S.  Bonds..  34,673,000  38,631,000 

All  other  loans  and  investments  1,509,687,000  1,380,273,000 

St.  Louis,  number  of  banks  31  32 

U.  S.  Securities  owned 33,272,000  58,363,000 

Loans  on  U.   S.  Securities 8,897.000  14,733,000 

All  other  loans  and  investments  150,671,000  381,885,000 

Minneapolis,  number  of  banks  18  30 

U.  S.  Securities  owned 10,148,000  24,805,000 

Loans  on  U.  S.  Securities 1,305,000  4,745.000 

All  other  loans  and  investments  216,870,0UU  232,671,000 

Kansas  City,   number  of  banks  68  72 

U.  S.  Securities  owned 30,123,000  44,540,000 

Loans  on  U.  S.  Securities 3,789.000  4,581,000 

All  other  loans  and  investments  432,394,000  461,037,000 

Dallas,  number  of  banks  38  40 

U.   S.  Securities  owned 28,966,000  44,366,000 

Loans  on   U.   S.  Securities 3,346,000  5,913,000 

All  other  loans  and  investmenU  181,262,000  164,329,000 

San  Francisco,  number  of  banks  42  48 

U.  S.  Securities  owned 48,371,000  82,854,000 

I.oans  on   U.  S.  Securities 5,380,000  7,565,000 

All  other  loans  and  investments  447,645,000  520.777,000 

It  will  be  noticed  that  three  reserve  districts 
show  a  reduction  of  other  loans  and  invest- 
ments, to  wit:  Chicago,  Atlanta  and  Dallas. 
The  reduction  in  the  Chicago  district  is  large, 
reflecting  the  heavy  demands  that  were  made 
upon  the  banks  of  that  territory  last  fall,  and 
the  liquidation  of  loans  in  the  spring  months. 
The  increase  in  this  class  of  paper  in  the  New 
York  district  is  very  slight,  but  in  holdings  of 
Treasury  certificates,  large. 

National  Banlcs,  One  Year. 

The  Comptroller  of  the  Currency  reports  loans 
and  discounts  of  all  national  banks  on  May  10, 
1918,  as  aggregating  $9,260,000,000,  an  increase 


of  $508,000,000  over  those  of  May  1,  1917,  and 
deposits  on  May  10  as  $14,385,000,000,  an  in- 
crease of  $1,309,000,000  over  those  of  May  1, 
1917.  It  would  be  a  mistake,  however,  to  assume 
that  loans  had  not  been  keeping  pace  with  de- 
posits, for  the  re-discounted  paper  held  by  the 
Federal  Reserve  banks  on  May  3,  1918,  aggre- 
gated $1,170,471,000,  against  $119,787,000  on 
May  4, 1917.  The  difference,  $1,050,684,000,  rep- 
resents paper  passed  up  to  the  reserve  banks  by 
the  member  banks.  The  latter  still  have  a  con- 
tingent liability  upon  it,  but  it  no  longer  appears 
in  the  figures  for  their  loans  and  discounts.  The 
condition  of  the  reserve  banks  and  other  banks 
must  be  taken  together  to  get  a  full  statement  of 
the  situation.  The  above  figures  are  exclusive 
of  holdings  of  Government  obligations. 

Significance  of  Expansion. 

It  must  be  remembered  as  we  read  of  the  ex- 
traordinary growth  of  banking  resources,  that 
the  liabilities  are  growing  at  the  same  rate.  When 
a  bank  makes  a  loan  the  customer's  obligation 
increases  the  resources,  but  the  entry  which  is 
made  to  his  credit  creates  a  corresponding  lia- 
bility. Transactions  of  this  character  are  rapidly 
swelling  the  banking  totals. 

In  order  to  have  a  complete  showing  of  the 
eflFects  of  the  Government  loans  and  taxation 
of  the  past  six  months  upon  the  banking  situa- 
tion, it  would  be  necessary  to  have  the  figures 
for  the  state  institutions,  which  are  not  avail- 
able. The  expansion  of  bank  credit  does  not 
appear  very  great  considering  the  size  of  the 
transactions — indeed  it  is  marvelously  small — 
but  in  view  of  the  vast  demands  which  must 
be  met  in  the  coming  year  every  increase  is  to 
be  regarded  with  concern. 

In  saying  this  we  are  not  considering  the 
adequacy  of  reserves,  or  indicating  any  anxiety 
that  the  credit  organization  of  the  country  is 
reaching  the  limit  of  what  it  can  carry.  That 
is  not  the  point.  The  banking  power  of  the 
country  as  organized  in  the  Federal  Reserve 
system  can  extend  credit  almost  indefinitely, 
but  there  are  certain  consequences  which  can- 
not be  avoided,  and  which  we  have  often  ad- 
verted to.  This  new  credit  is  additional  pur- 
chasing power,  and  when  purchasing  power  in- 
creases faster  than  the  supply  of  labor  or 
goods,  wages  and  prices  inevitably  rise. 

It  is  said  that  more  credit  is  necessary  in 
order  to  handle  the  same  quantity  of  goods, 
on  account  of  the  higher  prices,  and  certainly 
this  is  true.  A  certain  cotton  mill  which  or- 
dinarily has  $1,000,000  worth  of  raw  cotton 
on  hand,  now  has  $2,000,000  tied  up  in  prac- 
tically the  same  quantity.  The  demands  cre- 
ated by  the  war  are  the  primary  influence,  but 
the  effects  are  aggfravated  because  the  con- 
suming public  does  not  give  way  to  the  war 
demands.  The  public  tries  to  proceed  with 
its  own  consumption  as  usual,  and,  contesting 


for  the  supply,  bids  up  the  price.  Under  these 
conditions,  with  demand  exceeding  any  possi- 
ble supply,  the  creation  of  more  credit  pro- 
vides facilities  by  which  the  competition  for 
labor,  materials  and  goods  may  be  pushed  still 
farther.  The  remedy  is  not  in  helplessly  fol- 
lowing and  financing  this  endless  movement, 
but  in  setting  a  brake  on  private  demands.  The 
cat  which  attempts  to  catch  her  own  tail  docs 
not  get  any  nearer  to  it  at  top  si)eed  than  when 
standing  still.  An  expansion  of  credit  to  in- 
crease production  is  one  thing,  but  an  expan- 
sion of  credit  which  enables  private  wants  to 
compete  with  the  Government  is  another  thing, 
and  the  latter  is  something  to  beware  of. 

The  outlook  now  is  for  large  crops  and  high 
prices  are  assured  for  them.  The  cotton  crop 
in  sight,  if  sold  at  25  cents  per  lb.,  more  or  less, 
will  require  an  almost  fabulous  amount  of 
credit,  and  there  is  a  wheat  crop  of  around 
1,000,000,000  bushels,  large  yields  of  other 
products,  and  the  prospective  fall  trade  which 
high  purchasing  power  in  the  farming  districts 
always  creates.  Evidently  the  demand  for 
money  to  handle  the  regular  business  of  the 
country  this  fall  is  going  to  be  very  strong, 
and  in  addition,  or,  rather,  ahead  of  all  this,  the 
demands  of  the  Treasury  will  be  heavier  than 
heretofore. 

Treasury  Estimates  and  Plans. 

The  Secretary  of  the  Treasury  has  given  to 
the  Chairman  of  the  House  Committee  on 
Ways  and  Means  an  estimate  that  the  sum  re- 
quired for  disbursements  in  the  fiscal  year 
beginning  with  the  present  month  will  be  $24,- 
000,000,000,  and  also  his  opinion  that  not  less 
than  one-third  of  this  amount  should  be  raised 
by  taxation.  The  suggestions  which  he  has  of- 
fered relative  to  additional  taxes  were  well  con- 
sidered and  have  met  with  little  criticism.  He 
proposed  (1)  a  real  war  jjrofits  tax,  i.e.,  a  tax 
upon  profits  in  excess  of  those  received  in 
normal  times  to  be  super-imposed  upon  the 
existing  taxes,  (2)  an  increase  of  the  taxes 
upon  unearned  incomes,  and  (3)  heavy  taxa- 
tion upon  luxuries. 

He  refers  to  the  unjust  discrimination  against 
earned  incomes  imposed  by  the  present  8  per 
cent  occupation  tax,  which,  together  with  the 
normal  tax  of  4  per  cent  amounts  to  a  levy  of 
12  per  cent  on  earned  incomes  in  excess  of 
$6,000,  and  recommends  a  new  tax  on  unearned 
incomes  which  would  raise  the  total  on  these 
to  above  12  per  cent. 

Referring  to  the  necessity  for  heavier  taxes 
than  at  present  levied,  he  emphasizes  the  pur- 
pose served  by  taxation  in  enforcing  economy, 
using  the  following  language : 

I  doubt  gerloiidly  If  the  Oovernmeiit  can  he  flnnnoed 
with  only  $4,000,000,000  derived  from  tnxntlon,  becnuH*. 
with  a  tax  bill  no  Inrpcr  than  this,  aufflclpnt  eronomlea 
will  not  be  enforced  upon  the  people  of  Ainerlea,  and 
without  Buch  eronomlea  I  see  no  way  In  which  the  great 
flnanclal  operations  of  the  OoTernment  can  be  aafely  con- 
ducted. 


This  statement  is  far-reaching  in  its  signifi- 
cance, going  to  the  very  core  of  the  Govern- 
ment's problem  of  equipping  its  armies.  Over 
and  over  again  it  must  be  repeated  that  this 
can  only  be  done  by  drastic  economies,  which 
will  radically  curtail  the  private  demands  of  our 
people  for  labor  and  all  the  goods  and  supplies 
which  require  labor  in  their  production.  It  is 
not  merely  a  question  of  raising  money,  or 
primarily  that.  It  is  a  question  of  how  far  we 
are  willing  to  surrender  the  shops,  the  coal 
mines,  the  railways  and  the  labor  supply  to 
work  for  the  Government,  and  forego  our 
usual  demands  for  the  services  and  goods  to 
this  end.  We  say  we  are  willing  to  make 
sacrifices  and  doubtless  think  so,  but  in  many 
instances  those  sacrifices  consist  in  higher  pay- 
ments for  what  we  want.  The  average  man's 
idea  of  the  present  situation  seems  to  be  that 
he  must  have  higher  pay  for  his  own  services 
in  order  that  he  may  buy  as  much  as  before 
and  have  enough  over  for  the  Red  Cross  and 
other  war  expenses. 

The  economy  which  helps  now  is  that  which 
reduces  the  private  consumption  of  all  those 
essential  things  wanted  for  the  equipment  of 
the  armies  and  for  the  support  of  our  allies. 
The  thought  expressed  by  Secretary  McAdoo 
is  that  this  will  not  be  obtained  except  by  taxa- 
tion which  reduces  the  purchasing  power  of 
the  people.  Are  the  people  ready  to  accept  this 
as  applied  to  the  things  of  common  consump- 
tion, and  will  Congress  accept  it  with  that  ap- 
plication? It  will  be  well  of  course  to  come 
down  heavily  upon  the  luxuries  of  the  rich,  but 
there  will  be  no  large  gains  from  that  source 
either  in  revenues  or  savings  from  consump- 
tion, because  the  luxurious  rich  are  not  suffi- 
ciently numerous.  If  the  results  are  to  be 
important  there  must  be  economies  by  the 
great  body  of  comfortably-off  people,  and  not 
alone  in  luxuries  but  in  necessities.  It  is  quite 
as  important  to  eke  out  the  supply  of  necessi- 
ties as  to  save  elsewhere. 

Loans  of  $16,000,000,000. 

If  Treasury  disbursements  reach  $24,000,- 
000,000,  and  taxation  provides  $8,000,000,000, 
there  will  remain  $16,000,000,000  to  be  raised 
during  the  year  by  loans.  It  goes  without  say- 
ing that  with  taxation  which  cuts  deeply  into 
profits  there  will  be  less  money  available  for 
loans  in  some  quarters  where  the  subscrip- 
tions have  been  large  heretofore.  This  does 
not  prove  that  the  policy  of  heavier  taxation  is 
unwise,  but  it  does  make  the  task  of  also  rais- 
ing $16,000,000,000  in  loans  look  more  formid- 
able. There  is  only  one  comment  to  be  made 
upon  the  proposition,  which  is  that  the  in- 
dustries of  the  country  will  have  to  be  far 
more  productive  this  year  than  they  were  last, 
or  much  more  completely  concentrated  upon 
war  work,  in  order  to  do  $24,000,000,000  worth 


of  work  for  the  Government.  If  they  are  more 
productive,  the  earnings  of  the  people  will  be 
larger  and  they  can  buy  more  bonds  and 
stamps;  and  if  there  is  greater  concentration 
upon  war  work,  there  will  be  less  products 
for  private  consumption,  the  people  will  be 
necessarily  practicing  economy  and  will  have 
more  money  to  lend  to  the  Government. 

In  the  month  of  May  Treasury  disburse- 
ments were  $1,508,195,232,  and  for  the  month 
of  June  they  have  been  at  about  the  same 
rate.  The  activities  of  the  Government  are 
constantly  extending,  and  it  is  probable  that  the 
expenditures  will  increase.  If  the  Government 
is  getting  ships,  guns,  aeroplanes  and  muni- 
tions to  correspond  with  increased  outlays  the 
country  should  welcome  the  increase,  but  if 
expenditures  are  increasing  because  costs  are 
rising  in  an  endless  chain,  and  because  the 
public  is  spending,  consuming  and  borrowing 
where  it  ought  to  be  economizing,  saving  and 
paying  out  of  income,  the  country  should  take 
notice  and  mend  its  ways. 

The  resources  of  the  country  must  be  thor- 
oughly organized  and  matched  against  its 
needs.  The  great  agricultural  crops  which 
will  make  such  a  huge  demand  for  credit  in  the 
fall,  will  be  in  part  transferred  to  the  workers 
in  the  industries  in  payment  for  their  services, 
and  in  part  to  our  allies  abroad  in  exchange 
for  their  promises  to  pay,  but  the  farmers  at 
present  prices  probably  can  take  a  large  part 
of  their  pay  in  Liberty  bonds.  The  wage 
earners  in  the  shipyards  and  elsewhere  are  ex- 
pected to  do  likewise.  The  greater  the  re- 
ceipts of  every  group  the  more  they  will  be 
able  to  do  for  the  Government's  support,  and 
from  present  indications  the  earnings  of  1918 
will  far  surpass  any  other  year  in  the  country's 
history.  They  will  also  be  more  widely  dis- 
tributed than  ever  before,  and  this  makes 
more  difficult  the  task  of  gathering  them  up 
for  the  Treasury. 

Temporary  Financing;. 

The  Secretary  of  the  Treasury  will  continue 
the  practice,  which  has  proven  so  satisfactory, 
of  anticipating  forthcoming  loans  and  tax-col- 
lections by  issues  of  short-time  certificates  of 
indebtedness.  He  announces  his  intention  of  of- 
fering every  two  weeks  $750,000,000  of  cer- 
tificates drawing  4>^  per  cent,  interest,  the 
first  block  to  be  dated  July  2.  He  asks  the 
banks  of  the  country  to  arrange  tq  invest  an 
amount  equal  to  2j^  per  cent  of  their  gross  re- 
sources in  each  offering  for  a  period  of  eight 
weeks,  which  will  provide  in  the  aggregate 
$6,000,000,000.  It  is  apparent  that  no  other 
method  of  disposing  of  issues  of  this  size  would 
be  successful  than  by  thus  indicating  what  it  is 
necessary  for  each  institution  to  do.  The  first 
issue  will  mature  October  24,  1918. 

The  Secretary  also  announces  that  he  will  in 
a  few  weeks  offer  an  issue  of  certificates  of 


suitable  maturities  which  will  be  receivable  for 
taxes  due  next  year.  The  extent  to  which  these 
are  disposed  of  may  affect  his  $750,000,000  bi- 
weekly offering. 

War  Finance  Corporation. 

The  War  Finance  Corporation  is  organized  and 
ready  to  do  business,  but  a  serious  difficulty  has 
been  encountered  in  dealing  with  the  class  of 
cases  for  which  it  seems  to  have  been  chiefly  de- 
signed, which  consists  of  corporations  in  need 
of  capital  either  for  refunding  or  expansion  pur- 
poses. It  had  been  assumed  that  bankers  would 
provide  the  capital  wanted  in  such  instances,  and 
then  recoup  themselves  by  borrowing  upon  their 
own  notes  through  the  War  Finance  Corpora- 
tion, which,  above  its  own  capital  of  $500,000,000, 
would  obtain  credit  at  the  Federal  Reserve  banks. 
But  it  develops,  as  might  have  been  foreseen,  that 
bankers  are  unwilling  to  expand  their  liabilities 
in  this  manner.  Commercial  bankers  would  be 
outside  their  proper  field  of  operations  in  lending 
their  credit  for  the  purpose  of  providing  fixed 
capital,  and  investment  bankers  would  find  the 
policy  equally  impracticable.  Their  business  is 
not  to  carry  investments,  but  to  distribute  them, 
and  they  need  to  have  their  capital  in  hand. 

The  fact  is  that  loans  of  the  character  con- 
templated do  not  belong  in  commercial  banks  or 
in  the  reserve  banks,  and  it  was  a  mistake  to 
plan  for  handling  of  them  through  this  channel. 
They  should  go  to  the  investment  market,  and 
if  they  cannot  stand  alone  there  have  such  help 
as  may  be  necessary  from  the  War  Finance  Cor- 
poration or  the  Government.  It  is  true  that  the 
Government  does  not  like  to  divide  the  public 
market  at  this  time  with  other  applicants  for  capi- 
tal, and  should  not  do  so  except  as  the  services  of 
other  applicants  are  of  public  importance;  but  if 
their  services  are  indispensable  and  their  needs 
imperative,  there  is  no  escape  from  it,  and  it  is 
useless  to  camouflage  the  situation  by  throwing 
them  upon  the  reserve  banks.  The  largest  of 
these  demands  are  for  refunding  purposes,  and 
these  do  not  reduce  the  supply  of  capital  on  the 
market.  Now  that  the  Government,  through  its 
control  not  only  of  flotations  but  of  the  indus- 
tries, virtually  has  control  over  the  capital  reser- 
voir, it  loses  practically  nothing  by  allowing  re- 
ftmding  offerings  to  go  to  the  public,  and  their 
success  is  mainly  a  question  of  terms. 

Presumably  the  public  utility  companies  can 
handle  themselves  by  meeting  market  conditions, 
if  their  credit  is  supported  by  fair  treatment  on 
the  part  of  the  communities  in  which  they  are 
located.  It  is  perfectly  evident  that  the  public 
utilities  arc  in  a  hard  situation,  with  their  income 
restricted  by  fixed  rates  of  compensation  and 
their  expenses  increasing  under  war  conditions. 
The  situation  is  so  plain  that  the  public  should 
not  hesitate  to  meet  it.  Since  the  Federal  Gov- 
ernment has  become  responsible  for  railroad  earn- 
ings it  has  been  prompt  to  recognize  the  necessi- 


ties, and  to  safeguard  itself  with  a  liberal  margin 
to  spare.  The  example  should  be  adopted  by 
municipalities  to  the  extent  of  allowing  a  fair 
readjustment  of  earnings  to  expenditures.  If,  be- 
yond doing  this,  something  more  is  necessary  in 
some  instances,  the  capital  and  credit  of  the  War 
Finance  Corporation  may  be  properly  used. 

The  Bond  Market. 


New  bond  issues  during  the  month  of  June 
have  been  in  larger  amount  than  for  some  time 
past  and  the  prices  paid  by  corporations  are  an 
indication  of  the  trend  of  money  rates  and  future 
market  conditions.  The  first  long-term  railroad 
financing  is  represented  in  the  successful  sale  of 
$20,000,000  Union  Pacific  Railroad  Company 
Ten- Year  6%  Secured  Gold  Bonds  at  98  and  in- 
terest, to  yield  a  little  over  6.25%.  The  Balti- 
more &  Ohio  has  disposed  of  $10,500,000  Three- 
Months  6%  notes  at  approximately  par  and 
interest.  It  is  believed  that  the  approval  of  these 
issues  by  the  railroad  administration  will  lead  to 
the  flotation  of  other  issues  of  similar  char- 
acter. 

Another  important  offering  during  the  month 
was  $60,000,000  Armour  &  Company  6%  Con- 
vertible Gold  Debentures  maturing  1919-1924,  at 
prices  ranging  from  a  6^%  to  a  7%%  basis. 
The  original  underwriting  was  offered  by  Chicago 
bankers,  and  it  is  reported  that  dealers  in  practi- 
cally every  large  city  in  the  country  participated. 

The  action  of  the  War  Finance  Corporation  in 
relation  to  the  payment  of  $57,735,000  Brooklyn 
Rapid  Transit  6%  Notes  maturing  July  1,  1918, 
may  be  taken  as  an  indication  of  its  policy  re- 
garding public  utilities.  The  corporation  will  ad- 
vance 30%  of  the  amount  of  the  issue  and  the 
remainder  will  be  refunded  by  an  issue  of  three- 
year  7%  notes.  During  the  month,  pending  the 
final  decision,  the  market  on  the  notes  was  subject 
to  considerable  fluctuation,  the  closing  quotation 
being  96J4. 

Dealers  throughout  the  country  report  an  ex- 
cellent private  investor  business  during  the  month, 
and  many  of  the  houses  state  that  while  their 
volume  of  business  has  not  been  up  to  normal  the 
number  of  transactions  indicates  a  widespread  in- 
terest among  small  buyers. 

Following  are  the  more  important  issues  of- 
fered : 

Atlas  Crucible  Steel  Co.  7%  Notes,  due  May  1,  1919- 

1923  at  prices  to  yield  from   7 'A    to  8%. 
Detroit    Kdison   Co.   First  &   Refunding   S%    Bonds, 

due    July    1,    1940    at    91    and    interest,    yielding 

about  S.70%. 
Louisville    Gas    &    Electric    Co.    First    &    Refunding 

7%   Bonds,  due  June  1,  1923  at  98  and  interest, 

yielding  about  7Vi%. 
Hid-Co.    Petroleum   Co.   First   Mortgage  7%    Bonds, 

due   Nov.    IS,    1918-1921    at   prices   to   yield   from 

8%  to  8K%. 
New    York.    New    Haven    &    Hartford    6%    Equip- 
ment   Trust    Certificates    due    Nov.    IS,    1918-1928 

on  a  6%  basis. 
Puget    Sound    Traction,    Light    &    Power    Co.    7% 

Notes,    due    June    1,    1921,    at    98    and    interest, 

yielding  about  7%%. 
San    Toa(^uin    Light    &    Power    Corporation    First   & 

Refunding    Mortgage  6%   Bonds,  Series      C,      due 

August  1,  19S0  at  95  and  interest,  yielding  6.40%. 


*  1,000,000 
2,676,000 

10,500,000 
3,000,000 
3,420,000 

12,250,000 
1,000,000 
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1^60,000  Utica  Gas  &  Electric  Company  Refunding  &  Ex- 
tension Mortgage  5%  Bonds,  due  July  1,  1957, 
at   8914    and   interest,  yielding  about   5.67%. 

1,500,000  Philadelphia  Electric  Co.  First  Slortgage  5%  Bonds 
due  Oct.  1,  1966  at  93  and  interest,  yielding  about 
5.527... 

The  municipal  market  has  been  very  strong 
and  active  with  a  tendency  toward  higher  prices 
on  account  of  the  prospect  of  increased  taxes. 
There  were  many  interesting  sales  of  municipals, 
the  largest  being  $5,500,000  City  of  Philadelphia 
4j4%  Bonds,  which  were  offered  at  103^  and  in- 
terest, yielding  4.30%.  The  City  of  Newark, 
N.  J.,  sold  $1,073,000  5%  Water  and  Street 
Opening  Bonds  maturing  1919-1958  on  a  basis 
to  yield  4.62%.  They  were  immediately  re- 
offered  at  prices  to  yield  4.55%. 

Other  offerings  included : 

Albany,    N.    Y.,    414%    Street    Improvement    Bonds 

on  a  4.45%   basis. 
Boonton,  N.  J.,  5V4%   Bonds  on  a  4.65%  basis. 
Boston,   Mass.    Tax   Anticipation    Notes  on   a  4.40% 

basis. 
Buffalo,  N.  Y.  4%%   Reg.  Bonds  on  a  4.45%  basil. 
Galveston,  Texas  5%  Bonds  on  a  5%  basis. 
Hagerstown,   Md.   5%    Water   Bonds  on  a  4.75%   to 

a  4.80%  basis, 
^niwaukee,  Wis.  5%  Serial  Bonds  on  a  4.60%  basis. 
Rochester,    N.    Y.   4.69%    Four   Months   Notes  on   a 

4.50%  basis. 
Salem,  Mass.   Discount  Notes  on  a  4.75%  basis. 
Schenectady,   N.   Y.  Certifiicatea  of  Indebtedness  on 

a  4.70%   basis. 
Sute    of    New    Hampshire    5%    Bonds    on    a   4.15% 


%    305,000 

470,000 
5,000,000 

1,470,000 
717,000 
850,000 

300,000 
500,000 

200,000 
150,000 

500,000 

445,000 

600,000 

522,000 
195,000 
300,000 

400,000 


St.    Paul.    Minn.    4%%    and    5%    Refunding    Bonds 

on  a  4.60%  basis. 
Springfield,   Mass.    Four   Months   Notes   on   a   4.45% 

basis. 
Syracuse,  N.  Y.   5%    Bonds  on  a  4.50%   basis. 
Westfield,  N.  J.  5%  School  Bonds  on  a  4.65%  basis. 
Woonsocket,    K.    I.    Tax    Anticipation    Notes    on    a 

4.60%  basis. 
Yonkers.  N.  Y.  Tax  Anticipation  Notes  on  a  4.50% 
basis.  *« 

The  average  price  of  40  standard  issues,  as 
reported  by  the  IVall  Street  Journal  on  June  ^, 
was  83.36,  compared  with  84.48  on  May  28  and 
90.19  on  June  28,  1917. 

Stock  Flotation  in  the  Middle  West. 

The  Liberty  loans  and  subscriptions  to  the 
Red  Cross,  Y.  M.  C.  A.,  Knights  of  Columbus 
and  other  relief  funds,  have  by  no  means 
drained  the  country  districts  of  ready  money. 
Reports  from  the  Middle  West  say  that  never 
before  has  there  been  so  much  activity  in  the 
promotion  of  new  companies  of  various  kinds. 
The  stock  sales  are  largest  in  the  small  towns 
and  to  farmers.  The  situation  has  been  deemed 
of  such  importance  as  to  justify  a  statement  by 
the  Des  Moines  Chamber  of  Commerce  as 
follows : 

The  Des  Moines  Chamber  of  Commerce  submits  to  the  State 
Council^  of  Defense  the  thought  that  there  must  be  some  halt 
called  in  the_  promotion  of  apparently  superfluous  corporations 
in  Iowa  during  the  war;  else  the  volume  of  available  capital 
necessary  to  assUt  in  winning  the  war  will  not  be  sufficient. 

Companies  are  being  capitaliied  and  their  stock  floated  at 
enormous  figures  at  this  time.  Such  capital  not  infrequently 
amounts  to  more  than  one  million  dollars,  and  in  many  cases 
as  high  as  two  million  dollars  per  company. 

,  This  undoubtedly  is  a  serious  drain  on  capital  in  Iowa  at 
this  time,  arid  has  a  tendency  to  reduce  the  fullest  efficiency 
of  Iowa  capital  for  the  legitimate  purposes  of  the  government 
during  a  time  of  war. 

The  Secretary  of  State  for  Iowa  on  May  25 
made  the  following  statement  relative  to  the 
organization  of  new  Iowa  corporations  and  the 


granting  of  permits  under  the  "blue  sky  law" 
for  the  sale  of  stock  in  foreign  corporations : 

Most  of  the  corporations  selling  stock  in  Iowa  at  this  time 
are  Iowa  concerns.  The  records  of  the  secretary  of  state  show 
that  since  the  first  of  January  of  the  "resent  year  338  Iowa 
companies  have  incorporated  under  the  laws  of  this  state  and 
are  entitled  to  sell  their  stock  without  any  special   permit. 

During  the  same  period  the  secretary  of  state  has  granted 
permits  to  fifty-six  corporations  of  other  states  that  have  com- 
plied with  the  requirements  of_  the  blue  sky  law.  Such  of  these 
corporations  as  have  been  admitted  are  only  about  half  the  num- 
ber that  have   made  application    for  admission. 

Of  the  338  domestic  corporations  that  have  been  formed  dur- 
ing the  period  referred  to,  practically  none  has  been  capitalized 
for  less  than  $10,000,  and  from  that  on  up  to  ^1,000,000.  Seven 
Iowa  concerns  have  incorporated  with  a  capitalization  of  $1,000,- 
000  or  more,  one  was  incorporated  for  $2,000,000  and  one  for 
3,000,000. 

The  total  amount  of  stock  authorized  to  be  sold  in  Iowa  by 
corporations  admitted  under  the  blue  sky  law  aggregates  a  trifle 
less  than  the  aggregate  amount  of  capital  stock  of  the  nine  Iowa 
million   dollar  corporations   referred   to. 

Other  states  in  the  Middle  West  are  the 
scenes  of  similar  operations.  The  high  prices 
of  products  have  made  money  plentiful,  and 
the  agricultural  districts  should  be  perma- 
nently benefited,  but  this  may  not  be  so  if  the 
surplus  income  now  being  received  is  absorbed 
by  the  flotation  of  new  enterprises,  more  or 
less  speculative. 

The  supervision  of  the  Capital  Issues  Com- 
mittee, which  is  now  established  by  law  over 
all  issues  of  securities  of  over  $100,000  in 
amount,  where  the  proceeds  are  for  raising  new 
capital,  will  presumably  put  a  check  upon 
these  flotations. 

Conscription  of  Wealth. 

A  correspondent  writing  to  us  and  taking  issue 
with  some  features  of  the  article  upon  the  "Con- 
scription of  Wealth"  in  the  June  Bulletin,  says : 

"This  tax  on  capital  could,  of  course,  be  paid  with  the  de- 
bentures themselves,  and  it  would  not  be  a  very  difficult  banking 
proposition  to  arrange  for  such  mobilization  of  them  as  would 
permit  of  their  acquisition  by  the  tax  payer  not  in  possession 
of  any,  and  at  the  same  time  extend  to  such  tax  payer  some 
sort  of  banking  credit  on  his  other  assets  which  would  enable 
him  to  purchase  debentures. 

"Cannot  the  whole  matter  be  reduced  to  a  very  simple  illus- 
tration? Assume  that  ten  men  worth  $10,000  each  constitute 
a  community.  Ten  per  cent,  of  the  wealth  of  each  consists 
of  debentures  issued,  let  lu  say,  to  purchase  a  vessel  which 
has  been  lost.  A  capital  tax  of  10  per  cent,  would  retire 
the  said  debentures  and  leave  each  man  with  exactly  the  same 
amount  of  real  capital  that  he  had  before.  Now  consider  the 
United  States  as  a  single  community,  and  does  not  the  above 
illustration  multiplied  by  thousands,  and  of  course  almost  in- 
finitely complicated,   still   substantially   hold   true?" 

Over  against  this  we  have  the  following  from 
the  letter  of  another  correspondent,  approving 
of  our  view: 

"The  public  does  not  understand  that  a  small  estate,  like 
mine,  for  example,  is  not  in  cash,  but  is  invested  in  things  that 
have  no  market  value  that  at  all  represents  their  cost  to  me. 
Any  private  estate  represents  a  series  of  investments,  many  of 
which  arc  lost,  some  of  which  have  grown  in  value. 

"On  the  whole,  and  as  a  rule,  the  appraisement  of  an  estate 
comes  no  where  near  the  sacrifices  and  savings  of  a  life  time. 

"Cannot  you  point  out  that  if  the  Government  is  going  to 
conscript  assets  it  ought  to  take  my  estate,  for  example,  put 
an  appraisement  on  everythiiip  I  have,  and  let  me  pay  my 
taxes  by  turning  over  to  the  Government  one  piece  of  property 
after  anpther  at  my  option.  If  this  was  done  the  benefit  to 
the  Government  would  be  very  small.  It  would  get  lands  which 
are  used  for  farms  today  with  the  idea  of  having  prospective 
value  some  day,  stocks  of  great  promise  and  no  returns,  petty 
interests   in   manufacturing  and   public   service  corporations,  etc. 

"The  alternative  is  that  the  Government  should  demand  a 
certain  amount  of  money  from  me,  and  to  realize  this  I  should 
simply  have  to  go  to  the  Banks  and  borrow  it  until  such  time 
as  I  could  release  securities  by  unloading  them  on  someone  else 
at  a  minimum   loss." 

If  the  actual  situation  corresponded  to  the 
illustration  of  the  first  quotation  the  disposition 


of  the  debt  would  be  a  simple  matter,  and  it 
would  be  of  little  importance  whether  the  debt 
was  paid  or  not.  But  the  second  quotation  sug- 
gests wherein  that  illustration  is  wide  of  the 
truth.  The  debt  is  not  held  by  all  property- 
owners  in  like  proportions,  and,  furthermore, 
all  property-owners  are  not  equally  able  to  raise 
a  given  percentage  of  their  property  values  in 
cash  at  a  given  time.  The  first  writer  is  very 
much  in  error  in  assuming  that  it  would  be  no 
difficult  task  to  make  banking  arrangements  by 
which  all  property-owners  could  acquire  a  due 
proportion  of  bonds.  He  is  apparently  misled  by 
the  liberal  facilities  now  granted  to  encourage 
subscriptions  to  the  Liberty  bonds,  but  borrow- 
ing to  buy  bonds  to  be  surrendered  for  cancella- 
tion would  be  a  different  proposition. 

How  would  it  be  managed  by  the  large  num- 
ber of  property-owners  whose  assets  are  already 
pledged  for  indebtedness,  and  how  would  such 
capital  levies  affect  the  credit  of  this  class  and 
their  ability  to  take  care  of  present  obligations? 
As  taxes  constitute  a  claim  ahead  of  mortgages, 
the  holders  of  the  latter  would  be  alarmed  and 
want  payment  or  curtailment. 

We  would  repeat  our  statement  that  if  the 
Government  should  attempt  to  levy  taxes  in  ex- 
cess of  incomes,  the  owners  would  be  obliged  to 
either  borrow  or  sell,  and  this  pressure  upon  a 
great  number  of  people  would  create  chaotic  con- 
ditions, affecting  not  only  the  property-owners 
directly  involved,  but  the  entire  business  and 
financial  situation,  including  industry  and  em- 
ployment. The  proposition  assumes  tiiat  anyone 
who  is  in  debt  can  pay  his  debts  immediately 
as  well  as  at  some  other  time,  which  most  people 
who  have  been  in  debt  know  to  be  untrue.  Even 
if  it  be  allowed  that  the  people  who  have  property 
should  carry  and  pay  all  of  the  debt — which  is  an 
extreme  proposition  if  the  acquisition  of  prop- 
erty is  something  to  be  encouraged — it  should  be 
done  in  a  manner  which  will  not  cause  a  large 
proportion  of  them  to  sacrifice  their  holdings  or 
throw  the  whole  business  communitiy  into  con- 
fusion. The  community  has  nothing  to  gain  by 
dispossessing  people  of  their  property,  or  by 
policies  which  harrass  and  cripple  them  in  its 
management. 

Private  and  Public  Wealth. 

The  discussion  of  questions  of  this  character 
is  made  difficult  because  so  many  people 
fail  to  comprehend  that  property  in  private 
hands  engaged  in  producing  things  for  the  public 
market  is  to  all  practical  purposes  public  wealth. 
It  is  employed  in  serving  the  public,  and  if  taken 
over  by  the  Government  could  only  be  used  in 
the  same  manner.  The  wealth  of  a  country  con- 
sists of  the  wealth  of  its  people  and  the  supplies 
of  goods  for  daily  consumption  would  be  no 
greater — and  probably  much  less — if  all  produc- 
tive property  was  taken  over  by  the  Government. 
It  is  only  necessary  to  look  at  Russia  to  see  this 
Statement  illustrated. 


Large  business  concerns  operating  branches  find 
it  advantageous  that  the  managers  in  charge 
shall  have  an  interest  in  the  business  they  are 
conducting,  and  in  like  manner  the  owners 
of  productive  property  serve  the  community 
as  business  managers.  The  aggregate  wealth 
of  the  country  is  greater,  and  the  production 
of  the  consumable  things  which  minister  to 
the  comfort  of  the  people  is  greater,  because 
the  productive  properties  are  in  the  hands  of 
a  multitude  of  private  owners,  than  would  be 
the  case  if  the  state  owned  everything.  A  direct 
incentive  is  stimulating  the  wits  and  energies  of 
every  ambitious  individual,  and  society  as  a  whole 
derives  benefits  from  every  individual's  success. 
Each  person  who  acciunulates  a  dollar's  worth 
of  wealth,  or  discovers  a  new  industrial  process, 
makes  a  contribution  to  the  public.  Society  is 
not  only  the  residuary  legatee  but  an  immediate 
partner  in  every  individual's  achievements. 

Mayo  Brothers,  the  famous  surgeons  of  Ro- 
chester, Minnesota,  have  recently  announced  their 
purpose  to  turn  their  institution,  including  as- 
sets valued  at  $1,600,000,  over  to  the  University 
of  Minnesota,  as  a  free  gift  to  the  State.  This 
is  admirable,  but  will  the  institution  render  any 
other  or  greater  service  to  the  public  under  the 
management  of  the  University  than  it  has  been 
rendering  under  private  ownership?  The  Uni- 
versity management  will  take  up  the  work  where 
the  Mayos  leave  off.  The  latter  have  put  their 
lives  into  the  service  of  the  public.  They  have 
had  their  living  from  it,  but  all  else  has  gone 
back  into  the  work  of  enlarging  the  institution 
to  care  for  the  increasing  applications  by  the  pub- 
lic for  its  services.  The  institution  could  not 
have  been  built  up  to  its  present  proportions 
without  the  earnings  it  has  made.  If  the  State 
had  owned  it  from  the  beginning  the.  same 
amount  of  money  would  have  had  to  be  found 
either  by  taxation  or  direct  charges  for  services 
rendered.  And  the  value  of  freedom  for  indi- 
vidual initiative  is  seen  in  the  development  of 
this  great  institution  in  a  small  country  town. 

An  Industrial  Enterprise. 

The  history  of  industrial  enterprises  is  like 
this.  They  develop  by  means  of  the  earnings 
they  make.  The  corporation  of  Armour  &  Co., 
the  stock  of  which  has  been  closely  owned  in 
the  past,  is  just  now  being  opened  up  to  the 
public  by  the  sale  of  $60,000,000  of  debenture 
bonds  which  are  convertible  into  preferred  stock. 
The  profits  of  the  beef  packers  aggregate  large 
sums,  as  the  result  of  a  rapid  turnover  and  very 
large  aggregate  sales,  but  the  percentage  of  prof- 
its upon  sales  is  very  small,  as  many  who  have 
failed  in  the  business  can  testify.  With  Armour 
&  Co.  in  1917  the  average  profit  upon  food  prod- 
ucts was  2.21  per  cent,  which  means  that  upon 
each  $1.00  of  sales  97.79  cents  was  disbursed 
either  to  farmers  or  for  operating  costs,  and  2.21 
remained  to  Armour  as  compensation  for  capital, 
credit  and  management. 
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But  this  profit  of  2.21  per  cent  was  not  with- 
drawn from  the  business.  For  many  years  no 
dividends  were  paid  on  Armour  &  Co.  stock,  the 
earnings  being  kept  in  the  business  for  its  devel- 
opment. Last  year  the  dividends  were  less  than 
two  per  cent  on  the  capital  actually  employed, 
and  in  the  last  three  years  with  aggregate  profits 
of  $52,000,000,  $46,000,000  has  been  turned  back 
into  the  business,  and  now  the  management  is 
borrowing  $60,000,000  and  inviting  the  public  to 
become  permanently  interested  to  that  extent. 
These  figures  show  the  growth  of  the  capital 
employed,  and  the  public  necessity  that  capital 
shall  be  provided  by  somebody.  If  the  Govern- 
ment had  owned  the  Armour  business  and  con- 
ducted it  with  equal  skill  and  economy  it  would 
have  had  to  provide  the  same  amount  of  capital 
either  by  taxation  or  as  Armour  has  raised  it, 
by  charges  for  the  service  rendered.  The  earn- 
ings withdrawn  from  Armour  &  Co.  have  borne 
an  insignificant  relation  to  the  volume  of  busi- 
ness handled  or  the  capital  employed,  and  if 
those  withdrawn  could  be  traced  it  would  prob- 
ably be  found  that  to  a  great  extent  they  were 
productively  used  elsewhere. 

Railway  Investments. 

The  railway  situation  may  be  analyzed  in 
like  manner.  The  Government  has  taken  over 
the  railways  for  the  period  of  the  war  and  one 
year  and  nine  months  after,  agreeing  to  pay  as 
compensation  for  the  properties  a  standard  re- 
turn which  is  to  be  the  average  of  the  net  eam.- 
ins^s  for  the  three  years  ended  June  30,  1917. 
The  aggregate  return  to  all  the  companies  on 
this  basis  will  be  approximately  $945,000,000 
per  year,  and  the  Government  Railroad  Admin- 
istration, to  begin  with,  has  approved  a  budget 
for  improvements  and  equipment  of  $938,000,- 
000,  and  these  expenditures  are  to  meet  im- 
mediate needs  with  practically  no  provision 
for  extensions. 

The  standard  return,  $945,000,000,  is  the 
amount  which  the  officials  of  the  companies  have 
understood  they  were  to  have  in  lieu  of  operat- 
ing revenues,  and  out  of  it  they  must  meet  all 
corporate  obligations  other  than  those  directly 
chargeable  to  operations.  Interest  on  the  funded 
debt  is  the  chief  of  these,  and  the  affgregate  is 
estimated  at  approximately  $500,000,000,  which 
would  leave  about  $445,000,000  for  dividends 
and  reserves.  The  largest  distribution  of  divi- 
dends ever  made  in  one  year,  eliminating  inter- 
company duplications,  was  not  over  $275,000,- 
000.  The  gross  earnings  for  the  calendar  year 
1917  were  approximately  $4,000,000,000. 

Railway  officials  and  ownerj  of  railway  se- 
curities and  stocks  are  now  disturbed  over  the 
position  taken  by  the  Administration  in  claiming 
the  right  to  draw  on  the  fixed  compensation  for 
funds  to  make  improvements,  a  policy  which  if 
carried  to  extremes  might  leave  nothing  for  divi- 
dends.   It  is  no  doubt  a  fact  that  a  sum  in  ex- 


cess of  the  entire  net  earnings  of  the  railways 
ought  to  be  invested  every  year  for  their  de- 
velopment, in  order  to  keep  their  facilities  up 
to  the  growing  needs  of  the  country.  It  is 
probable  that  a  considerable  share  of  the  dis- 
bursements for  interest  and  dividends  on  rail- 
way securities  has  been  re-invested  in  such 
securities,  but  where  earnings  permit  security- 
holders ought  to  have  the  privilege  of  receiv- 
ing such  income  and  disposing  of  it  as  suits 
their  individual  convenience  and  choice. 

It  is  not  our  purpose  here  to  deal  with 
the  merits  of  the  present  issue  between  the 
Companies  and  the  Administration,  but  to  point 
out  the  great  amount  of  new  capital  which  must 
be  continually  found  for  the  railways  and  the 
comparatively  small  part  of  the  earnings  which 
are  distributed  to  the  owners.  Now  that  the 
Government  operates  them  the  situation  is  not 
materially  different  from  what  it  was  before, 
and  if  it  should  buy  out  the  present  owners  the 
same  necessity  for  surplus  earnings  would  exist, 
unless  the  roads  were  to  be  supported  and  de- 
veloped by  taxation.  And  industries  supported 
by  taxation  must  be  supported  at  the  ex- 
pense of  other  industries.  A  surplus  above 
current  consumption  must  be  gained  some- 
where. 

The  recent  advance  of  approximately  25  per 
cent  in  all  charges,  following  an  advance  of  15 
per  cent  in  freight  rates  for  the  eastern  roads  last 
year,  is  timely  evidence  that  services  rendered  by 
Governments  are  not  free,  but  have  to  be  paid 
for  like  services  rendered  by  individuals  and 
corporations,  and  that  the  question  whether  it 
is  better  to  have  the  roads  operated  by  the  Gov- 
ernment or  by  private  parties  is  one  of  practical 
efficiency. 

The  Same  Throughout  Industry. 

Similar  illustrations  may  be  given  indefinitely. 
The  great  bulk  of  private  profits  are  turned 
back  into  industry  to  finance  increased  produc- 
tion or  service.  There  could  be  no  experiments 
or  development,  no  additioni  to  equipment  or 
substitution  of  machine-power  for  hand  labor, 
without  surplus  earnings,  and  it  is  by  such  means 
that  the  hard  tasks  of  labor  are  lightened  and 
the  supply  of  comforts  increased.  The  public 
is  interested  in  profits  that  are  applied  to  such 
purposes;  indeed,  it  holds  the  chief  interest  in 
them,  in  the  sense  that  the  railroads  are  worth 
vastly  more  to  the  public  than  to  their  owners. 

It  is  an  incontrovertible  fact,  susceptible  of 
proof  by  a  million  illustrations,  that  profits 
returned  to  industry  to  increase  production 
are  devoted  to  a  public  use ;  it  is  only  as  they 
are  withdrawn  to  minister  to  the  personal 
wants  of  the  owner  that  they  lose  this  public 
character.  If  the  inheritor  of  a  fortune 
invested  in  a  productive  industry,  should  earn 
his  own  living  by  personal  efforts  throughout  his 
life-time  and  allow  the  gains  of  his  inheritance 


to  accumulate  as  eflfective  capital  in  industry,  his 
fortxme  would  be  as  fully  devoted  to  the  public 
during  that  time  as  though  it  was  the  property 
of  the  State.  If  the  reader  doubts  this  let  him 
conceive  that  the  fortune  was  in  land  and  that 
all  of  the  income  was  used  for  underdraining 
and  otherwise  improving  the  land,  providing 
buildings  for  the  care  of  live  stock  and  equip- 
ment for  cultivation,  with  the  result  that  year 
by  year  a  steadily  increasing  amount  of  food- 
stuffs were  sent  to  the  public  market. 

That  portion  of  the  profits  of  Mr.  Henry 
Fords  automobile  business  which  he  has  in- 
vested in  the  development  and  manufacture  of 
a  farm  tractor  is  not  devoted  to  Mr.  Ford's  pri- 
vate wants;  nor  is  that  portion  which  he  is  in- 
vesting in  furnaces  for  making  steel;  nor  that 
portion  invested  in  workingmen's  houses.  If 
Mr.  Ford  has  exceptional  talent  for  the  direc- 
tion of  large  productive  enterprises  the  public 
has  no  reason  to  regret  that  he  has  an  income 
of  $50,000,000  with  which  to  enlarge  his  oper- 
ations. If  that  income  comes  to  him  because  he 
has  a  genius  for  industrial  management,  the  re- 
sults to  the  public  are  probably  larger  than  they 
would  be  if  the  $50,000,000  were  arbitrarily  dis- 
tributed at  50  cents  per  head  to  all  of  the  popula- 
tion of  this  country.  And  Mr.  Ford  serves  to 
again  illustrate  the  value  of  free  play  for  indi- 
vidual initiative,  for  it  is  not  likely  that  he  would 
have  been  originally  selected  to  have  charge  of 
a  Government  automobile  factory.  He  is  a 
leader  who  has  reached  his  position  by  a  process 
of  elimination;  a  survivor  from  a  field  of  com- 
petitors. 

Real  Socialism. 

We  presented  these  views  some  months  ago, 
and  the  leading  journal  of  the  Socialist  party 
in  this  country  commented  as  follows : 

This  statemert  is  simpiv  not  true.  There  is  no  grievance 
against  a  John  D.  Rockefeller  for  wasting  substance  in  extrava- 
gance, but,  although  he  is  highly  economical  and  invests  all  he 
can,  he  is  not  generally  loved  bv  the  masses.  Even  though 
he  gives  millions  to  universities  ana  hospitals  and  other  charities, 
it  doesn't  seem  to  raise  him  in  the  popular  esteem.  And  we 
never  beard  of  anybody  commiserating  him  for  dining  on  crackers 
and  a  bowl  of  milk,  or  attributing  it  to  him  as  a  virtue,  either. 
For  some  obscure  reason,  the  virtue  of  the  capitalist  in  "saving 
and  investing  productively"  does  not  endear  him  to  the  masses. 

If  the  public  benefits  of  private  savings  and 
enterprise  are  not  generally  appreciated,  perhaps 
it  is  because  the  idea  is  as  novel  to  many  people 
as  it  appears  to  be  to  the  leading  light  of  the 
Socialist  party.  And  yet  this  idea  of  the  com- 
munity value  of  all  productive  effort  is  of  the 
very  essence  of  scientific  socialism. 

The  truth  that  underneath  all  of  the  conflicting 
interests  and  competitive  strife  there  is  a  sub- 
stantial unity  in  society,  has  lessons  for  all  classes. 
All  parties  are  benefited  by  increasing  the  produc- 
tion of  those  things  which  are  necessary  to  the 
common  sustenance  and  welfare,  for  the  supply  of 
these  is  a  common  store.  We  have  this  brought 
home  to  us  daily  by  appeals  to  save  wheat,  save 
meat,  save  coal,  save  wool,  save  transportation 
space,  etc.,  etc.,  for  the  common  good.    What  we 


abstain  from  using  is  available  for  others ;  and  so 
if  we  are  able  to  increase  the  supply,  more  is 
available  for  all.  If  the  product  is  ser\'iceable 
to  the  public,  then  the  machinery,  the  invest- 
ment, the  capital  and  the  organization  which 
increase  the  product  are  serviceable  to  the  pub- 
lic, and  it  is  a  fundamental  mistake  to  discuss 
private  capital  as  though  it  was  serviceable 
only  to  the  persons  in  whom  the  titles  of  own- 
ership rest. 

Moreover,  every  member  of  the  community  is 
interested  in  increasing  the  efficiency  and  pur- 
chasing power  of  every  other  member.  This 
means  that  aside  from  altruistic  and  humani- 
tarian motives  there  is  a  common  interest  and 
gain  in  developing  the  potential  capabilities  of 
each  individual.  The  old  individualistic  atti- 
tude toward  the  shiftless  or  incompetent  man, 
that  his  poverty  was  his  own  fault  and  hence  a 
matter  of  no  concern  to  others,  gives  way  to  an 
understanding  of  community  interests.  The  en- 
tire community,  as  well  as  the  individuals  di- 
rectly concerned,  suffers  by  a  state  of  unemploy- 
ment, and  by  having  any  portion  of  its  working 
force  ignorant,  untrained  or  unfitted  by  reason 
of  improper  living  conditions,  for  doing  effective 
work. 

Lessons  of  The  War. 

The  war  has  taught  these  economic  lessons  very 
clearly.  It  has  revealed  unsuspected  resources  in 
all  the  countries ;  not  of  hidden  wealth  but  of  pro- 
ductive capabilities.  It  is  said  that  the  slums 
of  London  have  disappeared ;  that  with  the  in- 
sistent appeal  for  labor,  enlistments  and  con- 
scription, the  idlers  and  even  the  vicious  have 
been  swept  into  useful  employment.  With  mil- 
lions of  the  most  effective  workers  in  the  armies, 
unheard  of  sums  are  raised  for  war  purposes, 
the  war  industries  are  expanded  upon  an  enor- 
mous scale,  and  yet  in  England  and  France  the 
population  is  cared  for  on  the  whole  as  well  as 
in  normal  times.  The  conclusion  is  irresistable 
that  if  the  same  energy  and  spirit  can  be  con- 
tinued after  peace  is  restored,  and  devoted  to 
construction  and  production,  the  entire  level  of 
living  conditions  can  be  raised  above  that  of  the 
past.  The  lesson  is  not  that  more  can  be  had 
for  the  poor  by  exploiting  the  rich,  but  that 
vastly  more  wealth  can  be  produced  by  harmoni- 
ous and  fully  employed  industry  than  has  been 
realized  in  the  past. 

It  is  apparent  that  an  intelligent  citizenship, 
quick  to  appreciate  its  responsibilities,  willing  to 
make  sacrifices  for  the  common  good  and  capa- 
ble of  a  high  degree  of  organization,  makes  for 
the  power  and  security  of  the  nation.  The  me- 
chanic in  a  shipyard  who  comprehends  the  rela- 
tion of  his  work  at  this  time  to  the  nation's  task, 
and  gives  full  time  and  ungrudging  effort,  is  a 
more  valuable  citizen  than  one  who  takes  a  day 
off  each  week  because  his  wages  are  good 
enough  to  permit  it,  or  who  limits  his  days  work 
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on  the  theory  that  he  is  doing  enough  for  his 
employer.  And  so  the  farmer  who  produces 
good  crops  is  a  more  useful  citizen  than  the 
farmer  who  produces  poor  crops,  and  the  per- 
son who  avoids  waste  and  extravagance  is  a  bet- 
ter citizen  than  one  who  spends  freely  in  per- 
sonal indulgence,  possibly  in  the  belief  that  he  is 
liberal  and  benevolent  in  doing  so 

The  principle  is  the  same  in  time  of  peace  as 
in  time  of  war,  and  if  people  will  respond  to 
the  common  interest  in  time  of  war  by  working 
faithfully  and  zealously  at  whatever  they  have 
to  do,  why  should  they  not  do  so  after  the  war, 
when  they  understand  that  the  level  of  living 


conditions  for  the  entire  community  may  be 
raised  thereby?  A  new  interest  is  given  to  every 
individual's  work  when  it  is  seen  to  be  related  to 
the  common  welfare,  and  a  new  interest  attaches 
to  thrift  and  economy,  capital  accumulations 
and  the  growth  of  great  industry  when  the  gen- 
eral results  are  understood.  The  war,  by  its 
unusual  demands,  has  laid  bare  these  relation- 
ships, and  the  result  should  be  on  the  one  hand 
a  keener  interest  on  the  part  of  the  community  in 
developing  the  capacity  and  usefulness  of  every 
individual,  and  on  the  other  hand  a  reciprocal 
interest  on  the  part  of  each  individual  in  doing 
his  part  in  the  great  organized  scheme  of  industry. 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  JUNE  28,  1918. 
(In  Thousands  of  Dollars) 


RESOURCES 

Gold  coin  and  certificates 

Boston 

3.089 

61,062 

1,132 

N.y. 

300.170 

222.645 

5.579 

Phila. 

158 

46392 

1.132 

Clev'd 

22.782 

46349 

1.455 

70,786 

116,916 
_1,091 

188,793 
352 

Rleh'd 

6.490 

16,382 

570 

AUanta 

6.7ffi 

19307 

485 

Chicago 

27,489 
7369 
2363 

St  Louis 

1,742 

22,452 

647 

M'npl's 

8,463 

8,125 

647 

Kas.City 

70 

27,486 

910 

28.466 

33,679 
969 

63,114 
333 

63.447 

56.3% 
250 

Dallas 

6,007 

8,730 

566 

15,303 

14.045 
1.252 

30,600 
1,996 

32.5% 

27.166 

1,650 

28316 

3,981 

1,465 
8 

S.Fr'sco 

36.682 

3,926 

889 

41,497 

89350 
216 

130,963 
409 

Total 

419,907 

Gold  Settlement  Fund 

Gold  with  loreignacencies 

491,425 
16.275 

Total  Bold  held  by  banks 
Gold  with  Federal  Reserve 

65,283 

62.348 
_2.453^ 

130,084 
2.828 

132.912 

51.173 

Jl.MS^ 

72,811 

6U 

1,416 

528  J94 

2K,795 
ISJOIM 

48,182 

93.053 
3300 

23,442 

32387 
236 

55365 
498 

26,457 

33.202 
_2  59/ 

62356 
746 

37,721 

182379 
_2.932_ 

222,932 
4.433 

227.365 
126,000 
18.414_ 

144.414 
7390 
2,962 

24,341 

39.004 
1.654 

17335 

25.012 

_  ^644_ 

44  891 
88 

44377 

44,550 

795 

45345 

1338 

3359 
4 

927,607 
987,870 

Gold  Redemption  Fund... 

33.544 

Total  gold  reserves. . 

Leeal  tender  notes.  Silver. 

etc 

809,189 
43,934 

144,735 
552 

65,499 
1,011 

66310 
64,241 
3,121 

67362 

2333 

511 

1,949,021 
57,178 

Total  Reserves 

Bills  discounted,  Members 
Bills  bouEbt  in  open  mark't 

^.123 

259.265 

_115,8I3_ 

375  W8 

1517 

1973K 

H5.287 

60.217 

_18.j04^ 

78321 
1.747 
130 

189.145 
56,178 
13.980 

70.158 
7,404 
2329 

56.463 

53.904 

2.946^ 

56350 

13^ 

L513 

63.002 

28.245 

4.131^ 

32376 

730 

1,171 
11 

131.372 
41.840 
16.006 

2.006.199 
869.175 
216848 

Total  hills  on  band.. 
U.  S.  Governm't  long-term 

56.646 
8377 
1,742 

57,846 
3,461 
1,533 

c  1,086,023 
40327 
218,839 

U.S.  Goyernm'tshort-tenn 

All  other  earning  asaets.. . 

23 

Total  Earning  Assets 
Due  fr.  other  F.  K.  Bks.  net 
Uncollected  Items. 

74343 
J7^ 

27,634 

574.590 

14J34 

103^687^ 

118,021 

81,711 

6,166 

44308^ 

50,974 

80,491 

4,415 

_47.121 

51.536 

59,596 
36355 

36,355 

34388 
32.081 

32381 
14 

154,466 

1,136 
107.169 

70,106 
34313 

50,646 

340 

8.000 

8340 

67,265 

2313 

40,993 

43306 
400 

34370 
23,873 

23373 
137 

62,840 

2,860 

24,985 

27,845 
84 

1,345.112 
b  10,632 
530,719 

Total  deduction  from 

106306 
100 

520,087 

Se redemption  fund  against 
F.  H.  bank  notes 

Ail  other  resources 

TOTAL  RESOURCES 

235  J89 

6/474 

75 

3332 

82.724 
20.411 
9,048 

raK.m 

19.846 
649 

2i,rs6 

53,191 

277.972 

6,939 

1392 

86.805 
35369 

SJ1.172 

8361 

10378 

110.886 
27306 

250 

152.414 

3,824 

116 

6.349 

41.868 
22.049 
3354 

73.520 
74525 

429 

J29385 

3345 

40 

7,094 

35.772 

25.239 

1.917 

12 

490.236 

170.629 

103.9^ 

2302 

38 
2.416 

36.998 
5,857 

41 

174.618 

3.532 

4,006 

65,723 
17,570 

90376 

222,14j_ 

4,448 

9,893 

67.483 
11,924 

2378 

3,872,133 

lAAnil^TlEB 

Capital  Paid  in 

9.789 

216 

6349 

177.021 
35,778 

4.351 

3,607 

5369 

48.180 
23.630 
23330 

225 

2,991 

6,201 

36,214 
7,878 
4,617 

75,838 

.Sitrplufl            

1  134 

Government  Deposits 

Due  to  members  -  reserve 
account 

84,535 

1.5.57.587 
286,302 

121.482 

'"olleelion  Items 

Duo  to  othpr  F.  I(.  Bk's  net 

other  dPDosilsincld'g  For. 

Government  credits 

Total  Gross  Deposits .... 
F.  K.  Notes  in  actual  circu- 

116,015 
112,533 

2*2 

955.965 

sezMS 

S.426 

123,466 
147,430 

137 

148.620 
162318 

1373 

70364 

56,139 

50 
47 

224.299 

252.639 

2.000 
1.293 

100,^4 
65,662 

706 

45312 
56313 

598 

87,599 

74,396 

8000 
1.091 

54310 
32.626 

349 

91378 

125387 

340 
188 

2,049,906 

a  1.722315 

10390 
12.629 

F.  li.  Bank  Notes  in  circu- 
lation, net  liahility 

All  other  LiabiliUes 

TOTAL  LIABILITIES 

235  J89 

1345,734 

277.972 

321.172 

152,414 

129385 

490336 

170,629 

103363 

174,618 

90,876 

222,141 

3372,133 

(a) 
(b) 

(c) 


Total  Reserve  notes  in  circulation.  1.722.216. 

Diffi-rence  between  net  amounts  due  from  and  net  amounts  due  to  other  Federal  Reserve  Banks.  10.632:   Ratio  of  gold  nservft--  to 

net  deposit  and  Federal  Reserve  note  liabilities  combined  59.9it    Ratio  of  total  reserves  to  net  deposit  and  Federal  Reserve  note 

liabilities  combined  61. 7». 

Kills  discounted  and  bought:  U.  S.  Government  short  term  securities:  miinicipal  warrants,  etc.;  1—15  days  749,120;  16    30  days  137,892: 

31    60  days  256,050;  61    90  days  102.192;  over  90  days  59.619.    ToUl  1,304,872. 

DISCOUNT  RATES  UNCHANGED  FROM  A  MONTH  AGO. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 
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"City  BanK  Service." 


Internal  War  Loans 


"\\/'E  have  issued  a  book  containing 
an  analysis  and  synopses  of  sixty- 
nine  Internal  War  and  Mobilization 
loans  of  belligerent  and  neutral  coun- 
tries. 

The   book   is    available    to    investors 
interested   in   war   finance. 

It  will  be  sent  upon  request  for  B-67. 


The  National  City  Company 

National  Gty  Bank  Building,  New  York 


CORRESPONDENT  OFFICES 


Almkv,  N.  Y. 

Ten  Eyck  Bldg. 

Atu^nta,  Ga. 

Trait  Co.  of  Georgia  Bldg 

Baltihoke.  Md. 

Muniey  Bldg. 

BocroM,  Mais. 

10  State  Street 

Bvnwo,  N.  Y. 

Marine  Bank  Bldg. 

CniCAco,  III. 

137  So.  La  Salle  St. 

CiKCixNATi,  Ohio 

Fourth  Nitl.  Bank  Bldg. 


Clevilakd,  Ohio 
Guardian  Bldg. 


Daytok,  Ohio 

Matual  Home  Bldg. 

Dehv»,  Colo. 

718  17th  St. 

Dbtioit,  Mica. 

147   Griswold   St. 

HAXTrOtO,    COMH. 

Conn.  Mutual  Bldg. 

Ikdiakafolis,  Ind. 

Fletcher  f^skv.  St  Tr.  Bldg. 

Kaksas  City,  Mo. 

Republic  Bldg. 

Los  Akcilzs,  Cal. 

Hibernian  Bldg. 


MiNNEAroLis,  Mimic. 

McKnight  Bldg. 

Newaxk,  N.  J. 

790  Broad  St. 

New  Okleahs,  La. 

301  Uaronne  St. 

PHILADELrHIA,    Pa. 

1421  Chestnut  St. 

PlTTIBURGH,   Pa. 

Fanners  Bank  Bldg. 

POETLAHD,   Me. 

396  Congress  St. 

POSTLAKD,  0«E. 

Railway  Exchange  Bldg. 


Richmond,  Va. 

1214  Mutual  Bldg. 

San  Feamcisco,  Cal. 

424  California  St. 

Seattle,  Wash. 

Hoge  Bldg. 

SpUHoriELo,  Mass. 

3rd  Natl.  Bank  Bldg. 

St.  Loch,  Mo. 

Bank  of  Commerce  Bldg. 

Washisoton,  D.  C. 

741-15th  St.  N.  W. 

Wilees-Baeex,  Pa. 

Miners  Bank  Bldg. 


LoHDOM,  Emc.  36,  Bisbopsgate,  E.  C.  2 


Pkovidence,   R.   I. 
Industrial  Trust  Bldg. 
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The  War  News. 

THE  war  situation  has  taken  a  very 
satisfactory  turn.  The  anxieties  of 
the  Allies  have  related  wholly  to  this 
summer's  campaign  in  France,  while 
Germany  had  an  opportunity  to  use 
her  full  strength  before  the  United  States 
troops  could  enter  the  fighting  line  in  force. 
The  collapse  of  the  Third  German  drive  makes 
it  very  improbable  that  the  enemy  will  be  able 
to  make  another  effective  attack.  Meantime, 
the  shipping  situation  will  steadily  improve, 
and  the  war  activities  of  this  country  will  gain 
rapidly  in  effectiveness.  Next  spring  the  Allies 
should  be  ready  for  a  sustained  offensive. 

General  Business  Conditions. 
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Crop  conditions  are  down  a  little  in  some  spots 
from  the  very  high  level  of  a  month  ago,  but 
considering  that  one  of  the  most  critical  months 
of  the  season  has  passed,  the  outlook,  on  the 
whole,  is  quite  as  satisfactory  as  at  the  beginning 
of  July.  The  winter  wheat  crop  has  been  safely 
harsested,  and  the  weather  has  been  generally 
favorable  to  the  other  grains.  Com  is  two  or 
three  weeks  ahead  of  last  year,  and  the  present 
outlook  is  perhaps  better  than  ever  before  at  this 
date  in  the  season.  The  oats  crop  has  suffered 
from  drought  in  some  places,  but  will  be  one 
of  the  largest  on  record.  Texas  is  dry  and 
mainly  on  this  account  cotton  has  lost  ground 
more  than  any  other  crop  during  the  month ;  it 
is  down  about  1,000,000  bales  in  &at  time.  Alto- 
gether, however,  this  still  promises  to  be  a  great 
year  for  agriculture. 

General  trade  is  all  that  could  be  desired,  al- 
though held  in  check  in  some  lines  by  inability 
to  get  goods.  Business  is  in  very  heavy  volume, 
figures  being  inflated,  of  course,  by  the  high 
prices.  The  railroads  are  handling  freight  in 
fairly  good  .shape.  Interest  centers  in  coal  pro- 
duction, which  is  running  a  little  ahead  of  last 
year  but  not  enough  to  relieve  anxiety  about  the 
supply  next  winter.  The  Government  Boards 
continue  to  extend  their  authority  over  the  indus- 
tries, and  the  active  control  of  unskilled  labor 
distribution  begins  August  1st.  Wages  and 
prices  are  still  rising,  except  where  the  latter 
are  controlled  by  the  Government. 


Economic  Conditions 
Governmental  Finance 
United  States  Securities 


New  York,  August,  1918. 
Banking  Conditions. 

Money  is  quotably  on  about  the  same  basis 
as  a  month  ago,  to  wit:  practically  six  per 
cent,  in  this  market  for  all  maturities,  with  4J4 
per  cent,  upon  acceptances  of  the  first  class. 
The  tendency  has  been  for  money  to  work 
closer  all  over  the  country,  which  is  something 
of  a  disappointment,  as  it  was  hoped  that  after 
the  June  tax-payments,  and  with  the  Third 
Liberty  loan  payments  out  of  the  way,  there 
would  be  a  little  respite  before  the  fall  de- 
mands were  felt.  This,  however,  has  not  been 
the  case.  Reports  from  the  interior  show  that 
the  banks  are  generally  loaned  up,  and  in  posi- 
tion where  they  feel  that  further  demands  upon 
them  must  be  passed  up  either  to  the  Reserve 
banks  or  to  city  correspondents.  The  Clearing 
House  banks  of  New  York  City  on  July  27 
held  loans  aggregating  $4,381,257,000,  as  com- 
pared with  $4,393,554,000  on  June  29.  The 
twelve  Federal  Reserve  banks  on  July  28  held 
total  earning  assets  of  $1,564,540,000,  as  com- 
pared with  $1,345,112,000  on  June  28,  an  in- 
crease of  approximately  $220,000,000. 

The  wheat  crop  is  moving  to  market  rap- 
idly, as  under  the  fixed  price  the  farmers  have 
no  inducement  to  hold  it,  and  this  is  making  a 
heavy  demand  for  credit.  On  the  other  hand 
there  should  be  soon  a  corresponding  relaxa- 
tion of  pressure  in  the  winter  wheat  territory, 
but  it  has  not  yet  begun  to  show  and  doubtless 
other  demands  will  take  up  any  slack.  The  dis- 
tribution of  $750,000,000  of  Treasury  Certifi- 
cates bi-weekly  (only  $500,000,000  in  last  in- 
stallment) to  the  banks,  raises  numerous  ap- 
peals for  assistance,  based  upon  the  plea  that 
re-discounting  is  imperative  in  order  that  they 
may  take  care  of  local  business.  Usually  they 
explain  that  they  are  turning  down  everything 
but  the  current  requirements  of  trade,  which 
they  assume  must  be  met.  This,  however,  is 
the  very  crux  of  the  whole  situation.  The 
country  is  trying  to  do  a  greater  volume  of 
current  business  than  it  has  physical  facilities 
for  doing.  Each  individual  is  trying  to  main- 
tain and  increase  his  own  labor  supply  and  his 
own  stock  of  materials  or  goods,  and  as  prices 
rise  he  asks  for  more  credit  for  that  pur- 
pose.      He     doesn't     realize     that     his     own 
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efforts  are  contributing  to  the  rise,  but 
with  thousands  of  employers  struggling 
against  each  other  to  accomphsh  the  same  end, 
the  net  result  is  a  higher  level  of  costs  and  a 
steady  expansion  of  credit,  while  they  all  con- 
tinue to  wonder  how  high  prices  will  go! 
There  is  literally  no  limit  so  long  as  all  can 
continue  to  borrow.  The  amount  of  credit 
required  to  handle  the  business  of  the  country 
is  said  to  depend  upon  the  level  of  prices,  but 
this  order  has  been  reversed,  so  that  prices  and 
costs  are  dei>endent  upon  the  amount  of  credit 
which  can  be  had  to  finance  the  competitive 
struggle  over  labor  and  materials. 

TTie  whole  situation  resolves  back  to  the 
question :  How  much  more  of  actual  services 
and  goods  will  the  Government  get  in  this  fis- 
cal year  for  $24,000,000,000  than  it  got  last 
year  for  $12,700,000,000?  Evidently  it  will  get 
more  only  to  the  extent  that  the  productive 
capacity  of  the  country  is  increased  and  pri- 
vate economies  release  productive  capacity  to 
the  Government.  Production  is  not  increased 
by  a  mere  increase  of  credits,  or  by  a  proces- 
sion of  wage-earners  marching  from  one  fac- 
tory to  another  in  response  to  the  latest  bid 
for  their  services.  The  value  of  the  $24,000,- 
000,000,  which  it  is  planned  to  expend,  will 
depend  upon  the  willingness  of  private  con- 
sumers to  cut  down  their  own  demands  on  the 
country's  man-power.  When  this  is  done  the 
demands  for  credit  to  handle  current  trade 
will  fall  off,  and  the  plain  truth  is  that  it  must 
fall  off  if  the  Government's  program  is  to  be 
carried  out. 

Taxation  and  Consumption. 

Proposals  for  new  taxation  do  not  sufficient- 
ly recognize  this  necessity  for  greater  economy 
by  the  whole  body  of  consumers.  The  upper- 
most idea  is  to  raise  the  costs  of  the  war  from 
a  comparatively  few  people  and  these  are 
attacked  from  every  possible  approach.  We 
do  not  object  to  higher  taxation  of  profits  and 
personal  incomes,  but  it  is  important  to  un- 
derstand that  higher  taxation  upon  these  will 
not  materially  reduce  private  consumption, 
release  man-power  or  increase  the  total 
amount  of  funds  available  to  the  Treasury. 
The  effect  will  be  to  reduce  the  amount  com- 
ing through  loans  to  almost  the  extent  that 
receipts  by  taxation  increase.  Private  invest- 
ments of  the  kind  made  by  rich  people  and  by 
business  corporations  are  now  under  Govern- 
ment control,  and  surplus  earnings  and  in- 
comes in  these  classes  are  either  going  into 
investments  which  the  Government  has  ap- 
proved as  necessary  or  into  the  Government 
loans.  The  reductions  which  can  be  forced  in 
the  private  expenditures  of  rich  people  will 
not  be  of  great  significance,  because  there  are 
not  enough  of  the  rich.  The  industries  of  the 
country  arc  not  employed  to  any  important 
extent  in  making  things  for  rich  people.  In 
order  to  release  anv  considerable  amount  of 


labor  and  factory  space,  save  any  important 
amount  of  coal,  relieve  the  congestion  upon 
tiie  railways,  or  check  this  expansion  of  bank 
credit,  there  must  be  a  curtailment  of  ex- 
penditures by  the  main  body  of  the  people. 
The  farmers  are  the  largest  single  class  in 
the  country  and  with  farm  products  at  present 
prices  their  purchasing  power  is  greater  than 
ever  before.  The  wage-earning  class  is  next, 
and  the  same  is  true  of  its  buying  power.  In 
ordinary  times  it  is  not  good  form  to  com- 
ment upon  how  people  spend  money  which 
they  have  honestly  acquired,  provided  they 
spend  it  decently,  but  now  every  private  ex- 
penditure comes  in  conflict  with  the  Govern- 
ment. 

Looking  To  Big  Trade. 

The  middle-west  is  looking  for  the  biggest 
trade  this  fall  ever  known.  An  Iowa  bank 
official  writing  of  the  work  of  women  on  the 
farms  this  year  says : 

They  bare  done  their  bit  following  the  binder; 
they  have  held  the  reins  from  the  ridlnK  plow; 
they  hare  manlpnlated  gear-ahifts  and  brake-Tpver  on 
the  tractor.  Tliousanda  upon  thoimands  of  the  boys 
and  young  men  of  the  farm  hare  been  called  to 
the  colors;  there  has  been  plenty  of  work  left  and  but 
few  workers;  hence  the  women  in  the  Held,  hundreds  of 
tbem,  thonsanda  of  them;  women  who  belong  to  com- 
munity clubs,  who  can  quote  the  rcrse  of  Allan  Seeger, 
who  can  pronounce  Rhelms  so  even  a  Frenchman  could 
understand.  It  Is  a  foregone  conclusion  that  when  (he 
harvest  has  been  reaped,  these  women  are  going  to  de- 
mand a  share  of  the  pruAts  for  long-denied  luxuries  and 
conveniences.  There  will  bo  many  and  many  a  farm 
kitchen  remodeled  and  equipped  with  water- under-pre«- 
Eure  systems  this  coming  winter.  There  will  be  many 
a  new  rug,  many  n  new  kitchen  cabiuet.  many  a  new 
dress  and  hat.  The  peasant  woman  of  the  Old  world 
works  without  hope  of  luxury;  the  country  woman  of 
the  New  World  is  working  nowadays  In  the  knowledge 
that  every  hour  of  labor  adds  to  her  8oon-to-be-reali«ed 
luxury.  The  farmer  himself  Is  going  to  be  a  better 
spender  this  winter  than  ever  before.  There  are  going 
to  be  larger  deposits  than  ever  in  the  country  bank; 
on  the  other  hand,  there  are  going  to  be  more  checks 
thereon  than  ever,  and  they  are  going  to  be  larger. 

This  is  a  pleasant  picture.  Nobody  will  be 
so  mean  as  to  dispute  that  the  farmer  and  his 
wife  and  daughter  have  earned  all  the  nice 
things  they  can  possibly  buy,  but  where  are 
the  labor  and  materials  coming  from  to  make 
all  those  things?  And  after  all  the  farmer  and 
his  family  have  not  been  working  for  those 
things  but  to  help  the  Government  to  win  the 
war,  and  winning  the  war  is  a  matter  of  man- 
power. The  Employment  Bureau  at  Washing- 
ton has  just  announced  that  1,000,000  more 
workmen  are  wanted  for  the  war  industries, 
and  Congress  is  about  to  provide  for  lowering 
the  draft  age  to  18  and  raising  it  to  perhaps 
45. 

Almost  everybody  is  acting  upon  the  theory 
that  he  must  have  his  own  wages  or  the  prices 
of  his  products  advanced  sufficiently  to  en- 
able him  to  live  on  the  same  scale  of  personal 
expenditure  as  in  time  of  peace,  but  remember- 
ing that  the  total  production  of  all  the  manu- 
facturing establishments  in  the  United  States 
in  1914  was  valued  at  $24,000,000,000  and  that 
the  Government  wants  $24,000,000,000  worth 
supplies  and  services  this  year,  how  can  we 
go  on  with  private  consumption  as  usual? 
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Is  it  possible  to  fix  attention  upon  the  rela- 
tionship between  private  consumption  and 
labor  scarcity  in  the  essential  industries,  or  to 
ever  hear  the  last  of  the  anxieties  of  those  peo- 
ple who  are  still  fearful  that  the  plea  for 
economy  will  interfere  with  business  ? 

Nobody  likes  to  levy  taxes  upon  articles  of 
common  consumption,  but  for  the  double 
purpose  of  obtaining  money  from  new  sources 
and  relieving  the  industrial  and  banking  situa- 
tion, nothing  else  will  answer  so  effectively. 
In  the  absence  of  that,  the  remedy  must  be 
found  in  more  effective  campaigning  for  the 
widespread  distribution  of  Liberty  Bonds  and 
War  Savings  Stamps.  The  question  of  whether 
the  Government  shall  raise  money  by  taxation 
or  loans  is  not  the  vital  one ;  the  vital  thing  is 
to  get  its  work  done. 

War  Savings  Stamps. 

Cash  proceeds  of  sales  of  War-Savings  and 
Thrift  Stamps  have  reached  the  Treasury  by 
months,  as  follows : 

December    $10,236,451 

January   24,559.722 

February 41.157,744 

March    53.967,864 

April     60.972,984 

May    57,956,640 

June    58.250.485 

Inly  to  the  26th 179,650,702 

Total  to  July  26 $486,752,592 

Maturity  value,  approximately  $582,228,350. 

The  last  day  reported,  July  26,  is  the  largest 
day  yet  reported,  the  receipts  being  $21,068,- 
053.33. 

The  above  figures  are  for  actual  cash  re- 
ceipts at  the  Treasury.  Including  pledges  the 
sales  now  exceed  $1,600,000,000,  maturity  val- 
ue, of  the  $2,000,000  authorized.  The 
stamps  have  become  a  very  important  factor  in 
the  war  financing. 

Federal  Reserve  System. 

The  important  amendments  to  the  Federal  Re- 
serve Act,  providing  for  the  exchange  of  notes 
for  gold,  making  credits  at  the  reserve  banks  the 
only  legal  reserve  of  member  banks  and  modify- 
ing the  terms  upon  which  banks  holding  state 
charters  might  enter  and  leave  the  system — all 
adopted  with  the  purpose  of  building  up  the  re- 
serves of  the  reserve  banks  and  of  enlarging  the 
membership — went  into  full  effect  July  15,  1917. 
The  first  consolidated  statement  under  the  new 
reserve  requirement  was  for  July  20,  1917,  and 
the  following  table  shows  the  expansion  of  the 
consolidated  statement  during  the  past  year: 

July  20,  1917  July  19,  1918 
Total    Gold    Holdingt,    including 

amount  with  reserve  agcnta.  .$1,380,020,000  $1,975,448,000 
Total    I^»al    Reserves,    including 

United  States  notes  and  silver  1,430,321,000  2,031,095,000 
Rills  discounted,  acceptances  and 

loans     161.386,000  1,378.346.000 

United  Sutes  long-term  securities         42,265,000  40,259,000 

United  Sutes  short-term  securities        33,050,000  16,358.000 

All  other  earning  asseU 2,416.000  98,000 

Capital   paid   in    57,723,000  76,.383.000 

.Surplus     1.134,000 

Government     deposits     184,631,000  144.828,000 

If  embers'  reserve  deposit* 1,164,995,000  1,488,047,000 


Total    gross    deposits 1,520,677,000  2,225,268,000 

Federal    Reserve  notes  in  actual 

circulation      534,226,000  1,829,045,000 

Ratio  of  gold  reserves  to  net  de- 
posits and  note  liabilities  com- 
bined       76.3  58.2 

Ratio  of  total  reserves  to  net  de- 
posits and  note  liabilities  com- 
bined       79.1  59.8 

It  was  calculated,  before  the  transfer  of  all 
reserves  to  the  reserve  bank.s,  that  an  addition 
of  $300,000,000  or  $350,000,000  to  their  gold 
holdings  would  result,  and  this  has  been  largely 
exceeded,  the  excess  coming  from  gold  certifi- 
cates which  had  been  in  circulation.  Notwith- 
standing this  gain  in  reserves  it  will  be  seen  that 
the  percentage  of  gold  reserve  to  liabilities  for 
all  the  reserve  banks  has  fallen  from  76.3  to  58.2. 

Earnings  of  the  Federal  Reserve  Banks. 

The  July  number  of  the  Federal  Reserve  5m/- 
letin  gives  the  gross  earnings  of  the  Federal  Re- 
serve banks  for  the  first  six  months  of  the  cal- 
endar year  1918  as  $24,800,000  and  current  ex- 
penses as  $4,040,000.  All  of  the  banks  have  now 
paid  dividends  in  full  up  to  June  30,  1918,  and 
after  doing  this  and  providing  for  depreciation 
on  securities,  there  is  about  $17,000,000  to  be 
carried  to  profit  and  loss,  which  is  equal  to  about 
25  per  cent,  on  the  paid-in  capital.  For  the  full 
year  it  is  probable  that  the  profits  above  dividends 
will  amount  to  50  per  cent.  Under  the  law  one- 
half  of  these  earnings  are  carried  to  surplus  until 
that  amounts  to  40  per  cent,  of  the  capital,  and 
the  remainder  is  paid  into  the  United  States 
Treasury. 

Qrowth  of  Membership. 

The  Federal  Reserve  banks  are  having  con- 
stant accessions  to  their  membership  from  state 
banks  and  trust  companies,  39  having  joined  the 
system  during  the  month  of  June.  This  is  good, 
but  not  all  that  may  be  hoped  for.  It  is  difficult 
to  understand  why  any  eligible  bank  or  trust 
company  holds  off  under  existing  conditions  when 
the  importance  of  a  unified  organization  is  so 
apparent.  It  cannot  be  disputed  that  the  system 
has  contributed  enormously  to  secure  stability  in 
the  banking  business  and  every  bank  is  a  bene- 
ficiary in  safety  and  in  earnings.  This  implies 
an  obligation  upon  each  to  do  its  share  in  sup- 
porting the  system.  The  total  number  of  state 
institutions  which  had  joined  to  July  1,  1918, 
was  523,  having  a  total  capital  of  $280,104,900; 
total  surplus.  $355,153,565,  and  total  resources  of 
$6,082,911,349. 

Profiteering. 

Profiteering  is  something  readily  denounced 
but  no*  so  easily  defined,  and  all  those  who  dis- 
course upon  the  subject  have  not  demonstrated 
their  capacity  to  judge  of  profits  with  practical 
sense  and  discrimination. 

In  theory  there  would  seem  to  be  a  field  for 
the  Federal  Trade  Commission,  in  which  use- 
ful work  might  be  done.  Its  functions  are  sup- 
posed to  be  those  of  a  semi- judicial  body,  with 


powers  to  investigate  competitive  practices 
and  other  business  methods  and  conditions, 
with  a  view  to  procuring  for  the  public  an 
authoritative  and  reliable  account  of  such  af- 
fairs, in  order  that,  largely  by  publicity  and 
partly  by  legal  procedure,  fair  play  and  honest 
dealings  may  be  maintained  as  the  rule  in  bus- 
iness life,  and  unfair  and  dishonest  practices 
suppressed.  In  view  of  the  magnitude  and 
complexity  of  business  operations  in  these 
days,  the  great  powers  undoubtedly  possessed 
by  corporations  of  large  capital,  the  depend- 
ence oi  the  public  upon  such  corporations  for 
many  necessary  services,  and  the  suspicion  and 
antagonism  often  felt  toward  them,  it  would  seem 
to  be  very  desirable  that  there  should  be  an 
oflficial  body  having  at  its  command  the  facili- 
ties for  investigation,  able  to  make  and  charged 
with  making  an  impartial,  instructive,  inform- 
ing report  upon  matters  which  may  be  in  con- 
troversy. 

Trade  Commission's  Value. 

Evidently  the  value  of  such  a  body  will  de- 
pend entirely  upon  the  spirit  and  ability  with 
which  it  does  its  work.  The  public  can  never 
be  well  served  except  by  the  truth,  and  the 
Commission  should  serve  as  a  fair,  intelligent, 
well-advised  interpreter  of  business  conditions 
and  of  sound  economic  principles.  In  short, 
according  to  our  view,  such  a  body  will  best 
serve  the  public  by  not  acting  solely  as  a 
critic  and  prosecutor,  but  rather  as  an  inter- 
mediary between  the  active,  energetic  but 
highly  useful  forces  which,  while  clashing  fre- 
quently among  themselves,  are  guiding  pro- 
duction and  development,  and,  on  the  other 
hand,  the  consuming  public,  which  is  the  final 
beneficiary  of  all  industrial  progress. 

It  should  certainly  understand  the  funda- 
mental principles  upon  which  business  must 
be  conducted  in  order  to  prosper,  and  have  a 
proper  appreciation  of  the  fact  that  development 
and  advancement  in  industry  will  bring  greater 
results  to  the  public  than  a  system  of  drastic 
regulation  which  would  tend  to  weaken  initia- 
tive and  stereotype  methods.  The  whole  un- 
dertaking to  supervise  and  control  industry  by 
Governmental  authority  depends  for  its  suc- 
cess upon  the  judgment  and  restraint  with 
which  the  power  is  exercised.  If  the  power  to 
control  and  direct  industry  is  to  pass  over  in 
any  important  degree  from  the  individual  own- 
ers to  public  authorities  it  will  be  necessary 
that  the  latter  exercise  their  powers  with  the 
same  forethought  and  prudence,  the  same  wil- 
linqrness  to  forego  immediate  results  for  the 
sake  of  larger  benefits  in  the  future,  which 
characterize  every  successful  individual  career. 
Otherwise  the  public  benefits  which  accrue 
from  the  leadership  of  men  of  exceptional  abil- 
ity will  be  lost,  and  society  will  be  held  down 
to  a  dead  level  of  mediocrity  without  incentive 
or  ambition. 


Low  Cost  Offenders. 

The  Trade  Commission  begins  its  report 
upon  profiteering  with  the  announcement  that 
"the  outstanding  revelation  which  accompan- 
ies the  work  of  cost-finding  is  the  heavy  profit 
made  by  the  low-cost  concern  under  a  gov- 
ernmental fixed  price  for  the  whole  country," 
and  the  report  consists  mainly  of  a  showing- 
up  of  these  iniquitous  offenders. 

That  low-cost  producers  make  large  profits 
under  prices  which  permit  high-cost  concerns 
to  operate  is  surely  not  a  revelation  to  business 
men  generally,  nor  docs  it  seem  proper  to  sin- 
gle out  the  low-cost  producers  for  criticism. 
If,  as  is  usually  the  case,  their  low  costs  arc 
due  to  conditions  which  they  have  created, 
they  are  not  responsible  for  the  fact  that  prices 
are  high ;  they  have  done  their  part  toward 
lowering  them  and  they  show  the  way  to  the 
others.  If  all  producers  would  do  as  well,  prices 
would  be  lower.  It  is  the  low-cost  producer  who 
is  rendering  the  best  service  to  the  public.  He  is 
the  leader,  the  explorer,  the  pathfinder  in  in- 
dustry. When  he  makes  mistakes  he  bears 
the  cost  of  them  alone,  and  both  his  mistakes 
and  his  discoveries  show  the  way  to  his  less 
enterprising  competitors.  Any  advantages 
which  he  may  gain  are  temporary,  because  af- 
ter he  has  set  the  example  the  entire  volume 
of  production  may  be  placed  on  the  same  basis. 
Moreover,  the  public  can  better  afford  to  pay 
a  given  price  to  a  low-cost  producer  than  to 
one  who  makes  little  or  no  profit.  The  former, 
by  doing  his  work  with  a  lower  expenditure 
of  labor,  releases  labor  for  other  work,  a  con- 
sideration quite  as  important  as  price.  Fur- 
thermore, his  profits  are  subject  to  taxation, 
and  what  remain  to  him  at  this  time  are  prob- 
ably invested  for  the  most  part  in  Liberty 
bonds  or  employed  in  increasing  the  produc- 
tion of  things  vitally  needed.  His  service  to 
the  public  is  incomparably  greater  at  this  cnt- 
ical  time  than  that  of  the  producer  who,  sell- 
ing his  goods  at  the  same  price,  makes  no 
profit. 

The  Public  Interest. 

Is  there  any  principle  of  justice  which  requires 
a  low-cost  producer  to  sell  his  goods  below  the 
open,  natural  market  rate  as  determined  bv  free 
competition,  or  below  the  rate  determined  by  the 
authorities  as  necessary  to  produce  the  required 
supply;  or  would  the  public  interests  be  best 
served  by  such  a  rule? 

If  a  farmer  by  underdraining  and  fertilizing 
his  land  gets  30  bushels  of  wheat  to  the  acre 
instead  of  IS,  and  thereby  reduces  the  cost  per 
bushel,  is  he  under  obligations  to  sell  it  for  less 
than  the  going  price,  and  would  there  be  any 
public  pain  from  having  such  a  rule  established? 
In  the  long  run,  would  the  public  get  its  wheat 
at  a  lower  price  as  the  result  of  such  a  rule? 
And,  finally,  would  it  be  practicable  to  attempt 
to  regulate  the  selling  price  of  wheat  on  the  mar- 
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ket  to  correspond  with  the  varying  costs  to  dif- 
ferent producers,  and  to  follow  the  regulation 
through  all  the  transfers  of  wheat  and  flour  on 
the  way  to  the  consumer?  Is  it  conceivable  that 
differences  in  the  original  cost  of  wheat  could  be 
maintained  through  all  handlings,  so  that  bread 
of  the  same  quality  would  be  sold  to  consumers 
at  different  prices? 

The  same  general  conditions  apply  to  other 
products  sold  on  the  market.  There  is  a  greater 
degree  of  justice  in  the  general  rule  that  the 
benefits  of  exceptionally  low  cost  production  be- 
long of  right  to  the  producer  than  will  be 
achieved  by  any  attempt  to  distribute  them  to 
the  ultimate  consumer,  and  in  the  long  run  public 
interests  will  be  best  served  by  this  disposal  of 
them.  It  is  at  the  point  where  improvements 
are  achieved  that  reward  and  stimulus  should 
be  given,  and  as  we  have  seen,  the  public  has 
its  own  gains  from  every  improvement  in 
methods  of  production,  independent  of  gains 
within  the  control  of  the  producer. 

If,  then,  it  is  the  accepted  rule  that  a  low-cost 
producer  who  supplies  only  a  part  of  the  market 
is  entitled  to  the  general  market  price — if  that 
is  the  recognized  custom  throughout  the  busi- 
nessworld — if  any  other  policy  is  impracticable 
as  a  general  rule — is  it  proper  to  criticise  indi- 
viduals and  hold  them^up  to  scorn  for  following 
this  course?  Is  there  anything  to  be  gained  for 
the  public  by  discrediting  tlie  low-cost  producer, 
minimizing  his  services,  or  taking  away  from 
him  any  share  of  the  rewards  which  naturally 
flow  to  him?  Is  there  any  likelihood  that  others 
to  whom  his  natural  gains  might  be  arbitrarily  dis- 
tributed would  make  a  better  use  of  them,  from 
the  standpoint  of  public  interests,  than  the  indi- 
vidual who  by  the  very  circumstances  of  the  case 
is  shown  to  be  an  industrial  leader? 

The  Packing  Industry. 

The  large  meat  packers  come  in  for  the  most 
severe  denunciation.  Five  concerns  who  are 
named  are  said  to  "have  monopolistic  control 
of  the  meat  industry"  and  to  be  "reaching  out 
for  like  domination  in  other  products,  and  their 
manipulations  of  the  market  embrace  every 
device  that  is  useful  to  them,  without  regard 
to  law."  Their  profits  are  said  to  have 
"reached  astounding  figures."  "However  deli- 
cate a  definition  is  given  to  profiteering,"  says 
the  Commission,  "these  packers  have  preyed 
upon  the  public  unconscionably." 

The  Commission  report  tells  nothing  about 
the  profits  of  the  meat  packing  companies 
that  was  not  known  to  everybody  who 
reads  the  printed  reports  sent  to  their  thou- 
sands of  stockholders,  and  summarized  in 
financial  columns,  but  it  makes  omissions  and 
comments  which  might  mislead  a  reader  un- 
familiar with  such  affairs  and  without  other 
sources  of  information.  All  emphasis  is  laid 
upon  aggregate  profits,  but  among  business 
men  the  test  of  whether  business  profits  are 


large  or  small  is  in  their  relation  to  the  volume 
of  business  handled,  the  capital  employed  and 
the  character  of  service  rendered.  Judged  by 
these  factors  the  meat  packing  industry  for 
many  years  has  made  a  remarkably  creditable 
showing.  The  Commission  does  not  give  figures 
for  gross  business  or  percentage  of  profit  thereon, 
or  state  the  amount  of  borrowed  capital  em- 
ployed. The  latter  is  a  very  important  fac- 
tor in  the  meat  industry  which  is  not  recog- 
nized at  all. 

An  Example. 

In  the  case  of  Armour  &  Company  the  gross 
volume  of  business  in  the  Company's  latest 
fiscal  year  was  $575,000,000,  with  net  earnings 
of  $21,293,562.  The  latter  are  very  large  figures 
indeed,  standing  alone,  but  equal  only  3.7  per 
cent,  on  the  turn-over,  and  the  company's  re- 
port states  that  the  profit  on  food  products 
was  2.21  per  cent. 

Armour  &  Company  entered  the  fiscal  year 
with  $100,000,000  of  capital  and  $36,833,117  of 
surplus.  The  Commission  calculates  the  prof- 
its for  1917  at  16.8  per  cent,  on  "net  worth," 
and  the  Company  report  gives  them  as  14.5 
per  cent,  on  average  net  capital  investment. 
The  Commission  reports  the  profits  of  1917  as 
much  higher  than  ordinary,  figuring  the  aver- 
age of  the  three  years,  1915-1917,  at  14.6  per 
cent,  and  of  the  three  years,  1912-1914,  at  6.2 
per  cent.  In  view  of  the  long-standing  con- 
troversy over  packers'  profits,  the  latter  fig- 
ures may  be  surprising  to  some  people. 

There  remains,  however,  the  factor  of  bor- 
rowed money,  of  which  the  Commission  takes 
no  account.  It  is  a  familiar  fact  that  the  per- 
centage of  profit  to  capital  may  be  notably  in- 
creased in  any  business  by  borrowing  money 
to  increase  the  volume  handled,  and  it  is  cer- 
tainly proper  that  a  profit  should  be  obtained 
upon  borrowed  capital.  The  amount  of  bor- 
rowed money  in  use  by  Armour  &  Company 
at  the  beginning  of  the  1917  fiscal  year  was 
$77,865,600  and  at  the  close  of  the  year  was 
$133,404,000.  These  borrowings  were  neces- 
sary to  handle  the  increasing  volume  of  busi- 
ness, and  in  view  of  the  growth  of  floating  in- 
debtedness the  Company  has  since  sold  $60,- 
000,000  of  debenture  bonds  on  the  market, 
carrying  an  option  to  the  purchasers  of  con- 
version into  7  per  cent,  preferred  stock.  Of 
the  borrowed  capital  $50,000,000  was  secured 
by  first  mortgage  bonds  drawing  4J/$  per  cent, 
interest,  and  the  remainder  was  in  the  form 
of  commercial  paper,  of  which  the  amount  out- 
standing at  the  beginning  of  the  year  was 
$27,865,600  and  at  the  close  of  the  year  $83,- 
404,000.  If  we  take  the  mean  of  these  two 
sums  as  the  average  for  the  year,  the  sum 
would  be  $55,634,800. 

Capital  Actually  Employed. 

If  Armour  &  Company  instead  of  mortgag- 
ing  its   property   and   its   income   to   borrow 


money  had  issued  at  par  common  stock  enough 
to  supply  the  average  of  its  capital  require- 
ments throughout  the  year,  its  net  earnings 
would  have  been  greater  by  the  saving  of  in- 
terest, but  the  amount  of  capital  and  surplus 
would  have  been  $261,761,479.  The  latter 
therefore  is  the  actual  sum  of  capital  supplied 
by  Armour  &  Company,  counting  the  floating 
indebtedness  at  its  average  amount,  and  upon 
this  it  was  entitled  to  earn  returns.  Calculated 
upon  this  basis  the  net  earnings  of  the  year 
were  approximately  10  per  cent. 

These  earnings  are  for  a  business  in  perish- 
able products,  which  constantly  fluctuate  in 
value,  and  include  the  earnings  from  multi- 
farious subsidiary  branches,  including  soap, 
glue  and  fertilizer  works,  tanneries,  the  man- 
ufacture of  brushes,  violin  strings,  pharma- 
ceutical preparations,  and  other  products  from 
materials  which  formerly  were  oflfal  and 
waste ;  also  include  the  earnings  of  car-lines 
in  the  transportation  not  only  of  beef  but  fruit, 
and  from  icing  stations,  car-building  shops, 
distribution  of  other  food  products,  etc.,  etc., 
all  involving  a  vast  organization  and  infinite 
details.  The  compensation  for  it  all  is  in- 
cluded in  the  stated  profits. 

The  Trade  Commission  is  correct,  however, 
in  saying  that  these  profits  were  higher  than 
usual  earnings  in  the  packing  business.  The 
conditions  have  been  favorable  to  earnings. 
Not  only  has  the  volume  of  business  been 
greater  than  usual,  but  it  has  been  handled 
on  a  rising  scale  of  costs  and  prices,  and  busi- 
ness men  know  that  this  results  in  higher 
profits,  just  as  buying  and  selling  on  a  declin- 
ing price-level  results  in  shrinking  profits. 

Stock  Dividends. 

The  Commission  treats  the  declaration  of 
stock  dividends  against  earned  surplus  as  a 
subject  for  criticism,  but  it  does  not  say  that 
the  companies  as  a  rule  have  kept  their 
dividends  low  and  at  times  even  abstained 
from  dividends  for  the  purpose  of  building 
up  their  surplus  accounts.  Armour  &  Com- 
pany, last  year,  with  earnings  over  $21,000,- 
000,  paid  but  $2,000,000  in  dividends  upon  the 
capital  investment  stated  above,  and  has  never 
divided  over  $2,000,000  in  one  year,  although 
ten  years  ago  the  aggregate  of  capital  and 
surplus  was  $90,000,000.  It  is  strange  that 
details  like  this  should  be  omitted  from  a  dis- 
cussion of  stock  dividends. 

Another  (Ixample. 

The  Commission  states  that  the  profits  of 
Morris  &  Co.  in  1917  were  203.7  per  cent,  of 
the  capital  stock,  although  it  calculates  them 
at  only  18.6  per  cent,  of  the  capital  and  sur- 
plus. 

Morris  &  Company  has  not  increased  its 
capital  stock  since  its  reorganization  from  a 


partnership  into  a  corporation  in  1903,  al- 
though its  business  has  increased  largely  and 
it  has  been  adding  annually  to  surplus. 

This  company  at  the  beginning  of  its  last 
fiscal  year  ha<  $3,000,000  of  issued  stock,  and 
$32,142,000  oi  surplus.  This  was  the  owned 
capital  with  which  it  entered  the  year,  but 
it  was  also  employing  $20,000,000  of  borrowed 
capital  and  at  the  close  of  the  year  was  em- 
ploying $30,000,000  of  borrowed  capital. 
These  are  the  sums  upon  which  it  was  en- 
titled to  make  earnings  during  the  year,  and 
the  profits  actually  realized  under  exceptional- 
ly favorable  conditions  were  $5,400,000. 

The  fact  that  only  $3,000,000  of  capital  stock 
has  been  issued  has  nothing  whatever  to  do 
with  fair  judgment  of  the  profits  in  the  year 
under  review.  That  the  Commission  should 
refer  to  the  $3,000,000  of  capital  stock  is  un- 
fortunate, because  it  is  suggestive  of  bias  and 
of  a  desire  to  make  a  point  which  the  facts  do 
not  sustain. 

Capital  Accumulations  From  Earning^. 

As  to  the  accumulation  of  capital  from 
earnings  it  is  safe  to  say  that  in  any  com- 
munity of  this  country  business  concerns  of 
large  capital  can  be  found  which  have  grown 
up  from  small  beginnings.  It  is  one  of  the 
things  of  which  communities  are  usually  proud, 
and,  indeed,  the  fact  that  these  concerns  have 
achieved  such  success  instead  of  being  evi- 
dence of  unconscionable  methods  is  usually 
accepted  as  showing  that  they  have  played  a 
useful  part  in  the  community  and  enjoyed 
public  favor.  Great  merchants  of  New  York 
and  other  cities  who  were  respected  by  their 
fellow-citizens  and  at  death  left  millions  to 
public  objects,  began  their  business  careers 
with  their  entire  stocks  of  goods  on  their 
backs.  They  accumulated  out  of  earnings  the 
capital  which  in  later  years  they  employed,  but 
if  the  logic  of  the  Federal  Trade  Commission 
is  correct,  they  were  never  entitled  to  make 
in  one  year  more  than  interest  on  their  origi- 
nal capital.  The  packing  business  is  no  dif- 
ferent from  other  lines  of  business  in  the  fact 
that  some  men  have  accumulated  capital  in  it 
while  other  men  have  sunk  their  capital  in  it. 

Regulation  of  Profits. 

Since  November  1,  1917,  the  profits  of  all 
meat-packers  have  been  limited  by  the  Food 
Administration  to  2J/$  per  cent,  upon  sales. 
The  five  largest  concerns  are  also  placed  under 
special  limitations,  by  which  they  are  forbid- 
den to  make  over  9  per  cent,  upon  invested 
capital  in  their  meat  business  or  15  per  cent, 
upon  invested  capital  in  the  manufacture  of 
their  non-food  specialties.  In  computing 
profits  none  of  the  packers  are  allowed  to 
include  Federal  taxes  as  an  expense,  and  the 
five  big  packers  are  not  permitted  to  charge 


interest  on  any  borrowed  money  as  an  ex- 
pense, unless  the  rate  of  interest  paid  is  over  5 
per  cent.,  in  which  case  the  excess  above  5  per 
cent,  may  be  so  charged. 

Magnitude  of  the  Packing  Business. 

The  amazement  expressed  in  this  report 
over  the  gross  profits  of  the  packing  com- 
panies indicates  unfamiliarity  with  large  busi- 
ness. The  members  of  the  Commission  ap- 
parently are  thinking  in  terms  of  individual 
industry.  As  a  matter  of  fact  each  of  these 
great  concerns  instead  of  representing  one 
organization  or  industry  represents  a  group  of 
industries.  Swift  &  Company  is  not  a  firm  of 
two  or  three  partners  running  a  slaughter- 
house and  meat  market  in  one  town,  but  a 
corporation  of  over  22,000  stockholders  and 
48,000  employes,  operating  a  variety  of  in- 
dustries not  only  in  many  cities  of  this  coun- 
try but  in  other  countries,  and  doing  more 
business  than  the  Pennsylvania,  New  York 
Central  and  Southern  Pacific  Railway  systems 
combined,  with  all  their  subsidiary  lines. 
Swift  &  Company,  however,  handle  only  about 
one-eighth  of  the  meat  business  of  the  coun- 
try, and  the  five  packers  named  in  this  report 
handle  approximately  one-third  of  it. 

Independent  Packers. 

The  Commission's  report  says  that  it  compiled 
the  earnings  of  65  of  the  largest  of  the  indepen- 
dent packers  for  the  years  1914,  1915  and  1916, 
and  found  that  their  profits  were  as  high  or 
slightly  higher  than  those  of  the  big  five  packers 
for  the  same  years,  which  seems  to  impair  the 
theory  that  the  big  five  have  a  monopoly,  par- 
ticularly when  it  is  known  that  there  are  hun- 
dreds of  small  packers,  scattered  over  all  the 
states.  The  truth  about  the  business  is  that 
there  is  nothing  to  prevent  anybody  from  go- 
ing into  it,  or  from  succeeding  in  it,  except  the 
fact  that  competition  is  sharp,  the  margin  of 
profit  very  small  and  competent  management 
is  required.  The  country  is  dotted  with  the 
wrecks  of  ill-advised  ventures,  but  there  are 
enough  successes  to  show  that  success  is  a 
matter  of  location  and  management.  The  big 
packers  are  big  mainly  because  they  started 
in  a  good  location,  have  been  growing  for  a 
long  time  and  have  had  capable  management. 
Their  competitors  are  numerous  enough  and 
successful  enough  to  demonstrate  that  com- 
petition can  live,  and  if  the  big  five  should 
attempt  to  widen  the  margin  on  which  they 
do  business  this  competition  would  rapidly 
expand. 

Unusual  Business  Conditions. 

Business  is  being  done  at  the  present  time  un- 
der great  difficulties  and  uncertainties,  and  profits 
are  not  closely  calculated  in  advance.  Many  ex- 
perienced dealers  prefer  to  restrict  their  opera- 
tions and  some  even  retire  from  active  busi- 
ness rather  than  take  the  chances  of  loss. 
About   the    beginning   of   each    season   every 


banker  has  anxious  inquiries  from  patrons, 
asking  his  opinion  as  to  the  probable  course 
of  business  in  the  year  then  opening.  Those 
who  have  gone  ahead  in  the  last  several  years 
upon  the  theory  that  prices  would  continue 
to  rise  have  made  money,  but  they  would  have 
paid  high  for  insurance  on  it  at  the  beginning 
of  each  year.  The  profits  of  this  period  can- 
not be  finally  calculated  until  the  war  and 
period  of  readjustment  are  over.  Up  to  this 
time  fortuitous  circumstances  have  been 
favorable  to  profits,  but  experience  has  taught 
that  the  profits  which  come  under  such  conditions 
are  needed  in  the  long  run  to  meet  the  losses 
which  come  in  the  same  manner.  The  favorable 
turn  of  a  year  does  not  warrant  a  departure  from 
the  usual  business  methods,  nor  can  ideas  which 
no  one  adopts  in  his  own  affairs  save  under  ex- 
ceptional conditions,  of  which  he  would  insist 
upon  being  the  sole  judge,  be  successfully  set 
up  as  an  official  standard  of  conduct. 

Someone  has  said  that  it  is  impossible  to 
indict  a  whole  people,  meaning  that  no  law 
or  rule  which  no  one  recognizes  in  his  own 
conduct  can  possibly  be  enforced. 

When  it  comes  to  fixing  prices  for  products 
or  labor  below  those  naturally  fixed  by  the 
free  play  of  economic  forces  in  an  open  mar- 
ket, no  general  rule  can  be  applied;  the  task 
obviously  is  one  of  great  difficulty,  and  it 
would  seem  to  be  the  part  of  wisdom  for  an 
official  board  which  has  not  been  invested  with 
such  authority  to  deal  with  the  subject  in  a 
temperate  manner. 

Federal  Reserve  Bank  Harnings. 

Elsewhere  we  have  referred  to  the  fact  that 
the  surplus  earnings  of  the  twelve  Federal  Re- 
serve banks,  after  paying  six  per  cent,  dividends, 
in  the  first  six  months  of  1918  averaged  25  per 
cent,  of  their  paid-in  capital,  and  for  the  full 
year  will  exceed  50  per  cent.  It  is  true  that  the 
surplus  earnings  of  these  banks  inure  eventually 
to  the  public  Treasury,  nevertheless  these  earn- 
ings afford  a  clear  demonstration  that  exceptional 
profits  may  be  made  in  the  ordinary  course  of  a 
large  business,  as  the  result  of  fortuitous  condi- 
tions and  without  any  intention  of  "profiteering" 
or  any  act  of  extortion  or  improper  conduct. 

Almost  everybody  is  doing  what  he  can  just 
now  to  promote  a  spirit  of  unity  and  co-operation 
throughout  the  country,  and  ill-considered  utter- 
ances, under  the  color  of  authority,  which  ex- 
aggerate old  suspicions  and  intensify  class 
prejudices  are  peculiarly  inopportune.  They 
are  sand  in  the  bearings  at  a  time  when  the 
highest  efficiency  is  needed. 

Danger  of  Paternalism. 

Moreover,  looking  forward  to  the  period  fol- 
lowing the  war,  if  the  industrial  activities  of 
this  country  are  to  be  hampered  by  a  narrow 
paternalism  which  does  not  understand  the  rela- 
tion between  industrial  profits  and  industrial 
progress,  or  the  relation  between  industrial 
progress  and  social  progress,  the  outlook  will  be 


a  gloomy  one.  There  is  no  way  of  realizing  the 
hopes  and  ambitions  of  the  people  except  by  in- 
dustrial progress,  and  this  is  not  only  stimulated 
but  financed  by  the  industrial  savings  achieved 
by  the  low-cost  producers,  which  are  first  realized 
as  profits  and  then  used  as  capital.  Without  these 
savings  industry  will  stagnate  and  society  will 
have  nothing  to  expect  but  disappointment,  con- 
fusion and  turmoil. 

Rural  Organization. 

It  is  apparent  as  the  war  goes  on  that  victory 
will  rest  with  the  side  most  thoroughly  organized. 
Mere  numbers  will  be  only  a  burden,  if  they  do 
not  contribute  to  effective  strength.  It  is  not 
military  organization  alone  which  is  required,  but 
organization  of  the  entire  population.  We  are 
called  upon  for  a  supreme  national  effort,  with 
each  man,  woman  and  child  doing  that  which  is 
within  its  power,  from  tending  a  garden  to  fight- 
ing in  the  trenches. 

Draft  upon  draft  of  men  will  be  made,  until 
3,000,000,  5,000,000,  7.000.000,  possibly  10,000.- 
000  men  are  withdrawn  from  the  industries,  and 
the  more  men  we  send  to  the  front  the  greater 
the  demands  on  the  industries  will  be,  for  equip- 
ment, munitions  and  supplies.  A  diminishing 
number  of  workers  in  the  fields  and  shops  will 
have  to  meet  these  increasing  demands,  and  that 
is  only  possible  by  working  more  intelligently 
and  with  better  means  and  methods. 

The  first  task  is  to  produce  food  and  clothing, 
not  only  for  the  fighting  forces,  but  for  the  en- 
tire population.  An  efficient  agriculture  is  neces- 
sary, as  the  basis  for  everything  else.  The  farms 
are  giving  up  thousands  to  the  army  and  navy 
and  thousands  more  to  the  shipyards  and  fac- 
tories, but  farm  production  must  not  be  allowed 
to  fall  off. 

Here  is  the  greatest  field  for  community  effort. 
Owing  to  the  number  of  independent  proprietors 
in  agriculture,  and  the  small  average  capital  at 
their  command,  the  efficiency  of  the  average  pro- 
ducer as  compared  with  tliat  of  the  most  effi- 
cient is  probably  lower  than  in  any  other  indus- 
try. There  is  no  other  field  in  which  organized 
effort  may  accomplish  equally  important  re- 
sults. 

Seneca  County,  Ohio. 

Hundreds  of  counties  are  being  organized  for 
the  development  of  their  agricultural  resources, 
but  perhaps  in  none  of  them  has  the  work  been 
done  more  thoroughly  than  in  Seneca  County. 
Ohio,  as  described  by  a  writer  in  the  "Nation's 
Business,"  the  organ  of  the  United  States  Cham- 
ber of  Commerce.  The  county  seat  is  Tiffin,  a 
town  of  13,000  people,  which  has  a  live  Chamber 
of  Commerce,  with  a  paid  Secretary-Manager. 
This  organization  set  out  systematically  to 
increase  the  food  production  of  that  county. 
It  made  a  farm  to  farm  canvass,  covering  the 
county.  It  checked  up  the  number  of  acres  not 
being  cultivated  that  were  available  for  culti- 


vation ;  it  ascertained  the  ability  of  each  farmer 
with  his  present  equipment  and  labor  supply 
to  cultivate  the  unused  land ;  it  found  out  pre- 
cisely what  he  lacked  to  enable  him  to  do  so. 
The  bankers  came  into  the  movement  and 
agreed  to  furnish  credit  for  machinery,  fer- 
tilizer and  seed.  As  a  result  the  acreage  in 
cultivation  in  the  county  was  increased  ap- 
proximately 20  per  cent  and  235  farm  hands 
were  placed  by  the  organization. 

The  town  garden  work  was  taken  up  in  the 
same  thorough  manner.  The  Chamber  era- 
ployed  a  man  to  give  his  entire  time  to  organ- 
izing it,  and  in  each  town  employed  a  skilled 
gardener  to  advise  in  the  cultivation  of  the 
crops.    The  gardens  were  a  great  success. 

A  campaign  was  carried  on  for  the  organiza- 
tion of  boys'  and  girls'  clubs  for  farm  work 
which  resulted  in  the  largest  acreage  under 
cultivation  by  boys  and  girls  under  club  juris- 
diction of  any  county  in  the  state.  A  club 
was  organized  in  each  township,  and  the  prize 
of  a  trip  to  Washington  was  offered  in  each  of 
the  sixteen  townships  of  the  county. 

This  was  the  work  done  by  the  Tiffin  Cham- 
ber of  Commerce  to  stimulate  agriculture  in 
1917.  Out  of  this  effort  has  now  developed 
a  larger  organization  called  the  Seneca  County 
War  Service  League,  to  have  charge  of  all 
the  public  activities  for  the  support  of  the  war. 
It  is  managed  by  a  Board  of  Control,  consist- 
ing of  fifteen  representative  men  in  the  city 
of  Tiffin  and  fifteen — one  from  each  township 
— from  the  county  outside. 

It  is  easy  to  see  that  work  of  this  kind  will 
greatly  increase  the  productiveness  of  the 
County  and  the  efficiency  of  the  people.  It  is 
developing  the  latent  resources  of  the  people, 
as  well  as  the  resources  of  the  soil,  and  there 
is  reason  for  confidence  that  when  the  re- 
sults are  seen  the  policy  will  be  made  perma- 
nent. 

Ttie  Farm  Adviser. 

The  Farm  Adviser,  or  County  Agent,  as  he 
is  otherwise  called,  is  proving  a  most  valu- 
able factor  in  county  organization.  He  is 
the  necessary  connecting  link  between  the 
educational  and  experimental  agricultural  in- 
stitutions and  the  farm.  He  brings  the  teach- 
ings of  these  institutions  into  the  locality  and 
to  the  individual  farmer,  demonstrates  them 
and  awakens  the  interest  necessary  to  secure 
their  adoption  in  common  practice.  The  work 
of  the  County  Agent  in  the  fields  is  supple- 
plemented  by  the  work  of  women  demon- 
strators in  the  farm  homes,  teaching  canning, 
preserving,  cooking,  hygiene,  etc.  The  per- 
sonal interview  in  which  questions  are  asked 
and  answered  and  a  friendly  interest  aroused 
is  far  superior  to  the  printed  bulletin,  upon 
which  in  the  past  reliance  has  been  placed  for 
the  circulation  of  such  information.  Local  farm 
clubs  are  excellent,  but  they  need  the  stimulus 
of  a  professional  leader. 
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The  County  Agent  also  serves  as  a  connec- 
tion between  the  town  organizations  and  the 
farming  population,  and  it  is  important  that  he 
shall  be  backed  up  by  a  strong  county  organ- 
ization, composed  as  at  Tiffin  of  the  repre- 
sentative people,  interested  in  community  wel- 
fare. In  three  states,  Iowa,  Michigan  and  Ala- 
bama, every  county  now  has  a  County  Agent 
and  in  2,920  agricultural  counties  in  the  United 
States  there  are  2,192  County  and  Assistant 
County  Agents  and  1,056  women  demon- 
strators who  go  into  the  farm  homes  to  teach 
canning,  cooking,  hygiene,  etc. 

This  is  fundamental  work.  It  will  not  only 
help  win  the  war  but  lay  the  foundation  for  a 
permanent  prosperity  and  a  better  citizenship 
after  the  war. 

Patriotic  Farmers'  Fund. 

In  New  York  State  in  the  spring  of  1917  a 
group  of  public-spirited  men  organized  for  the 
purpose  of  making  small  temporary  loans  to 
farmers  to  aid  them  in  producing  a  crop  or  grow- 
ing live  stock.  Mr.  William  Church  Osbom 
headed  the  movement  and  M.  W.  Cole  was  made 
secretary  and  placed  in  active  charge  of  the  work, 
with  headquarters  in  Utica.  The  organization  is 
known  as  the  Patriotic  Farmers'  Fund,  and  its 
activities  have  furnished  convincing  evidence  of 
the  good  that  may  be  accomplished  by  an  intelli- 
gent effort  to  stimulate  food  production  in  this 
state.  The  State  Grange,  which  has  a  large  num- 
ber of  local  bodies  in  this  state,  gave  its  active 
co-operation,  and  local  bankers  have  done  the 
same.  In  each  district  where  loans  were  made 
a  local  advisory  committee  was  formed,  by  which 
the  loans  were  passed,  and  about  1,500  of  the 
local  organizations  have  been  formed.  These 
local  committees  are  not  asked  to  guarantee  the 
loans,  but  by  their  interested  supervision  the  per- 
centage of  loss  upon  the  whole  has  been  negli- 
gible. 

The  maximimi  loan  for  crop  production  was 
$150,  for  swine  $100  and  for  sheep  $300.  The 
loans  to  assist  the  borrowers  in  getting  started 
in  live  stock  were  a  second  thought,  the  original 
plan  being  to  aid  crop  production  only,  but  much 
interest  has  been  developed  by  its  campaign  to  in- 
crease the  holdings  of  hogs  and  sheep.  This 
is  work  which  promises  to  have  far-reaching 
results.  In  1875  there  were  6,000,000  sheep 
in  New  York  state,  but  that  number  has  dwindled 
to  less  than  900,000,  althoufrh  the  state  is  admir- 
ably adapted  to  sheep-growing. 

The  results  of  the  Patriotic  Farmers'  Fund 
movement  to  date  are  concretely  summed  up  in 
the  following  figures: 

Toul    amount   of   loans $625,496 

Total    numlifr    of    loans 5.964 

Total  number  of  acrrn  planted  by  aid  of  loans 78,407 

Number  of  sheep  bought  by  means  of  loans 2.360 

Number  of  swine  b<Mi(rhi  by  means  of  loans 1,768 

Number  of  banks  making  loans.... ^ 238 

Nnmber  of  banks  which   are  accredited  agents  of  the 

fond,  but  where  accounts  are  not  active 125 

Writing  of  results,  Secretary  Cole  says: 

We  have  distributed  the  risk  of  crop  failure  over  a  larger 
territory  than  one  bank  could  possibly  have  done.     We  have  ac- 


quainted a  large  number  of  farmers  with  the  country  banks,  and 
have  acquainted  a  large  number  of  country  banks  with  a  large 
number  of  farmers.  We  believe  wc  have  helped  a  great  many 
farmers  to  understand  better  business  methods  and  have  broken 
down  a  natural  barrier  which  has  existed  between  the  farmer 
and  his  friend,  the  banker. 

Helping  Farm  Boys  and  Girls. 

It  is  the  testimony  of  all  who  have  been  inter- 
ested in  the  improvement  of  farming  methods 
that  the  best  results  are  obtained  by  working 
with  the  boys  and  girls,  and  remarkable  reports 
are  made  about  the  response  which  is  forthcom- 
ing from  that  quarter.  Mr.  E.  T.  Meredith,  of 
Des  Moines,  publisher  of  Successful  Farming, 
a  farm  journal  of  large  circulation,  has  been 
oflfering  for  the  past  year  to  lend  money  to  any 
boy  or  girl  whose  home  is  on  a  farm ;  money  to 
buy  a  calf,  pig,  sheep,  pen  of  chickens  or  pure 
seed,  and  has  made  over  3,000  such  loans.  The 
experience  of  the  first  year  has  been  so  satis- 
factory as  to  payments  upon  these  loans  and  in- 
terest stimulated  that  he  is  largely  extending  his 
operations,  and  his  example  has  caused  many 
others  to  adopt  the  policy  within  a  more  limited 
area. 

One  of  Mr.  Meredith's  aids,  writing  of  the  ex- 
f>eriment,  says: 

Banking  and  business  interests  can  render  no  greater  service 
than  to  back  up  farm  children  in  every  community  with  loans 
where  needed  and  with  encouragement  of  every  possible  kind. 
We  cannot  do  much  with  many  of  the  farmers  who  are  set  in 
their  ways  and  will  not  take  up  modern  methods  but  the  boys 
and  girls  will  respond  readily,  and  the  faith  Mr.  Meredith  has 
placed  in  their  honestv  and  integrity  has  proven  to  be  a  wise 
move  from  every  standpoint. 

Bankers  in  Leadership. 

No  class  of  business  men  are  better  qualified 
or  more  favorably  situated  to  supply  leader- 
ship in  this  work  of  rural  organization  than 
the  bankers,  and  in  many  localities  they  are 
doing  it.  The  American  Bankers  Association, 
through  its  Agricultural  Commission,  is  en- 
deavoring to  stimulate  such  action.  Mr.  Jo- 
seph Hirsch,  of  the  Corpus  Christi  National 
Bank  and  Chairman  of  the  Commission,  has 
brought  this  organization  into  close  relation 
with  the  National  Food  Commission  and  the 
Department  of  Agriculture  at  Washington. 
The  Commission  has  an  organ  of  publicity  in 
the  Banker-Farmer,  published  at  Champaign, 
Illinois,  where  it  was  established  by  B.  F. 
Harris,  the  pioneer  in  banker-farmer  work. 
This  publication  reports  the  activities  of  bank- 
ers throughout  the  country  in  agricultural  de- 
velopment and  the  methods  by  which  they  are 
co-operating  with  the  Department  and  the 
state  agricultural  colleges  and  societies.  No 
one  can  follow  this  work  without  becoming 
impressed  that  it  is  producing  valuable  re- 
sults and  that  its  possibilities  are  very  great. 

The  most  effective  work  is  done  probably 
where  the  bankers  of  a  county  organize  and 
plan  a  campaign  or  co-operate  in  a  larger  or- 
ganization of  business  men,  but  single  banks 
are  working  very  successfully  and  demonstrat- 
ing not  only  that  they  can  help  increase  pro- 
duction, but  that  such  increased  production 
brings  more  business  to  the  banks. 


The  common  form  of  activity  by  individual 
banks  is  by  way  of  promoting  tne  organization 
of  boys'  and  girls'  clubs,  usually  for  growing 
pigs,  cows  and  sheep.  One  of  the  most  interest- 
ing letters  we  have  had  on  this  subject  has  been 
from  the  Planters  Bank  and  Trust  Company,  of 
Hopkinsvillc, Kentucky,  in  which  the  writer  says: 

"Thiii  institution  ^a•  only  recently  organized  The  Boys' 
neifcr  Qub'  coniistinj|  of  42  boys  selected  by  seven  different 
conjmittccmen  from  diucrcnl  part*  of  this  county. 

"The  heifers,  "shirt  horn,'  were  bought  in  St.  l.ouis  and 
were  drawn  by  lot  by  tbe  boys.  Tbey  executed  their  notea 
l>earinR  6  per  cent,  interest  for  the  acttial  cost  of  the  animals 
with  their  fathers  as  surety  a.i  rvidence  of  good  faith. 

"Tlic  heifers  and  calves  will  be  brought  to  this  city  in  the 
late  fall  and  sold  at  public  auction  at  our  Fair  grounds.  We 
expect  to  advertise  this  snlr  largely  and  will  ask  the  Agricttl- 
tural  Department  at  Washington  to  send  out  one  of  its  best 
posted  speakers  on  cattle  raising  and  breeding  and  we  expect 
to  have  3000  or  4000  {.irmers  present  at  that  meeting. 

"The  day  that  the  heifers  were  delivered  to  the  boys  con- 
siderable interest  and  excitement  was  created,  and  a  larpc 
number  of  people  were  in  town  to  sec  the  distribution  made.  \Ve 
had  the  boys'  pictures  made  in  front  of  the  bank,  and  also  had 
a  photograph  of  the  cattle,  and  when  they  are  brought  in  this 
fall  for  sale,  we  expect  to  have  each  boy's  photograph  taken 
standing  by^  his  heifer,  at  which  time  they  will  be  perfectly 
gentle  and  in  good  condition  for  sale,  we  hope." 

This  suggests  a  new  movement  in  agricul- 
ture about  Hopkinsvillc  and  closer  relations  be- 
tween the  bankers  and  farmers  in  the  future. 

Society  of  Savings,  Cleveland. 

Several  banks  have  gone  to  the  extent  of 
employing  a  trained  agriculturist  to  represent 
them  in  dealing  with  the  farming  community, 
contributing  his  advice  upon  farm  problems 
and  giving  counsel  to  the  bank  as  to  what  it 
may  prudently  do  about  granting  financial  aid. 
The  First  National  Bank  of  St.  Paul,  under  the 
influence  of  James  J.  Hill,  was  one  of  the  first 
to  do  this.  Among  them  is  the  Society  of 
Savings,  Cleveland,  of  which  the  Hon.  Myron 
Herrick  is  president.  Discussing  this  policy 
the  bank's  representative  recently  said : 

"We  know  that  more  capital  expended  in  the  development 
of  agriculture  is  going  to  better  tbe  whole  community,  both  city 
and  country,  but  it  is  vital  that  this  money  be  spent  in  the 
right  way.  Therefore  it  is  tlie  duty  of  the  bank's  agricultural 
agent  to  study  the  business  of  the  farmer  as  a  whole  and,  in 
conference  with  him,  suggest  ways  of  improvement  and  in  case 
the  moral  risk  is  satisfactory,  to  offer  financial  aid  to  carry  out 
the   plans." 

Describing  the  case  of  a  small  farmer  who 
had  applied  for  a  loan,  the  account  says: 

"The  analysis  of  his  business  showed  that  while  he  was  doing 
good  work  in  raising  crops,  he  was  doing  it  all  to  feed  four 
cows  whose  total  income  was  only  $200  for  the  year,  showing 
that  they  would  all  be  classed  as  'hoarders.'  His  greatest  need 
was  profitable  cows  and  more  of  them. 

_  "Contrasting  these  cows  with  seven  Jerseys  owned  by  a 
.Middlefield  man  which  gave  him  an  average  of  $140  apiece  gross 
income  and  $100  apiece  net  income  after  the  cost  of  feed  had 
heen  deducted,  it  can  he  seen  that  the  four  cows  owned  by  the 
Strongsville  farmer  should  be  beefed  as  soon  as  possible. 

"Therefore  Mr.  Lincoln  told  the  farmer  that  a  loan  would 
he  granted  to  buy  some  cows  and  the  bank  agent  would  help 
purchase  them,  after  the  original  four  had  been  disposed  of. 
He  was  urged  to  keep  records  on  his  cows  in  the  future  to 
see   whether   each   cow   was   paying  or   not." 

The  Hrst  National  Bank  of  New  Haven. 

About  two  years  ago  Mr.  John  T.  Manson, 
then  president  of  the  Yale  National  Bank  of  New 
Haven,  Conn.,  set  to  work  to  make  that  bank  an 
active  agency  in  the  betterment  of  agricultural 
conditions  in  that  county.  Since  then  the  Yale 
National  has  been  consolidated  with  the  First 
National,  under  the  latter  name  and  with  Mr. 
Manson  in  the  presidency,  and  the  agricultural 


work  has  been  continued.  A  competent  agricul- 
tural expert,  a  graduate  of  the  Mass.achusctts 
College  of  Agriculture,  was  put  in  charge.  As 
describing  its  efforts  the  following  quotation  is 
made  from  circulars  which  the  bank  has  been 
distributing  in  that  locality: 

Many  farmers  have  expressed  a  desire  to  acquire  better  live 

*,!.,>  k-      A«  n  result  of  this  interest,  a  trip  was  rr<-..f.fiv  i.-iVen  into 

.   York  Slate  for  tbe  purpose  of  ii>  'he  live 

iry.      It    was    found    that    both    gi  s    and 

M,.ief,.;....   '■!\n    be   secuf''.    ■ — -«'  .    .....iianleed 

,    '0  pounds  This  dealer 

dred  cows  s.  and  a  few 

c.(ii".iu..   II  -,   and   they    n.i.f    )'I(l^cll    >aiiifactory. 

In   this   ■  :    is  interesting  to   note  the   recent   report 

from  the  C  .:rvey  on  the  cost  of  market  milk  prodac* 

tion.  This  iriir;  Sitnws  that  cost  of  milk  per  quart  on  those 
farms  where  the  herds  were  producing  4500  pounds  or  less,  per 
cow,  was  .0672  cents;  where  the  herds  averaged  between  4500- 
5500  the  cost  was  .0594  cents;  where  between  5500-6500  it  was 
.0562  cents;  when  between  6SOO-7S00  it  was  .0542  cents  and 
when  over  7UtO  pounds  ptr  cow,  tkg  cost  per  quart  wat  rtduced 
to  .Oiee  cents. 

The^  present  high  prices  of  grain  are  causing  the  dairymen 
to  realize  as  never  before  the  necessity  of  keeping  hi^h  pro- 
ducing stock.  The  average  production  of  milk  per  cow  in  New 
Haven  county  is  estimated  at  4500  pounds,  while  individual  herds 
are  averaging  more  than  twice  this  amount.  This  means  the 
difference  between  profit  and  loss  as  there  is  very  little  extra 
expense  in  the  care  for  the  better  stock.  We  stand  in  a  posi- 
tion to  help  farmers,  financially  or  otherwise,  to  secure  some 
of   this   bc'ter  grade   of  stock. 

In  response  to  our  request  for  a  summarized 
statement  of  its  plan  and  efforts,  the  bank  has 
outlined  its  work  of  the  past  year  as  follows : 

Our  aim  is  to  assist  such  farmers  as  are  in  need  of  financial 
aid  for  the  purchase  of  farm  machinery,  better  live  stock,  aeeds, 
fertilizer,  etc.,  making  the  terms  of  payment  such  that  they  can 
be   easily  met. 

Boys  and  girls  have  been  organized  into  the  various  Agricul- 
tural Clubs  and  we  are  financing  their  undertakings.  Liberal 
prizes  have  been  given  as  a  further  stimulus  to  increase  effort. 
This  assistance,  financial  and  otherwise,  is  aiding  in  the  develop- 
ment of  many  of  the  farms  along  lines  which  should  bring 
more  profit  to  their  owners  and  in  time  will  mean  larger  bank 
balances. 

We  assisted  in  the  organization  of  a  Community  Swine 
Breeders*  Association  in  one  of  our  towns  and  purchased  16 
registered  Berkshire  for  their  foundation  stock. 

We  personally  selected,  brought  into  the  State,  and  dis- 
tributed over  1300  bushels  of  seed  potatoes  this  season. 

20  head  of  Holstein  stock  were  purchased  in  New  York 
State  last  fall  and  distributed  among  farmers  here  who  wished 
to  make  a  start  in  building  up  a  higiier  producing  herd. 

Last  season  over  200  small  pigs  were  distributed  among  boys 
and  girls  in  our  contest,  and  this  year  over  300  have  been 
distributed. 

I.ast  winter  100  boys  and  girls  living  in  the  city  of  New 
Haven  were  financed  and  supplied  with  flocks  of  6  pure-bred 
pullets  each. 

56  Grade  Shropshire  Lambs  have  been  distributed  to  boys 
and   girls  during  the  past  month. 

Many  farm  loans  have  been  made  to  deserving  farmers,  to 
enable  tlicm  to  produce  more  food. 

We  believe  that  as  a  result  of  this  work,  a  fceUng  it 
gradually  growing  up  in  the  community  which  is  going  to 
rebound  financially  to  the  credit  of  our  institution  during 
the    coming   years. 

If  work  of  this  character  was  being  done  in 
every  agricultural  county  of  the  United  States 
how  great  would  be  the  results  for  the  gen- 
eral welfare ! 

Competition  for  Bankers. 

Ex-Governor  Myron  T.  Herrick  in  a  recent 
address  has  uttered  a  noteworthy  warning  to 
bankers  concerning  the  new  competition 
which  may  be  expected  from  governmental 
agencies  and  co-operative  institutions  fos- 
tered by  the  government,  in  receiving  deposits 
and  making  loans.  He  named  the  postal  sav- 
ings system,  now  holding  $137,000,000  of  de- 
posits, as  the  first  of  these  competitors.  The 
postal  savings  deposits  are  obtained  mostly 
in  the  cities,  and  thus  far  have  been  re-de- 
posited with  the  local  banks  or  converted  into 
government  bonds,  but  measures  are  constant- 
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ly  pending  to  authorize  other  disposition  of 
them.  The  original  limitations  upon  deposits 
already  have  been  considerably  modified. 

Attention  is  directed  to  the  provision  of  the 
Farm  Loan  act  which  authorizes  the  Farm 
Loan  Associations  to  receive  deposits  and  pay 
4  per  cent  interest  on  them,  and  the  Governor 
expressed  the  opinion  that  the  Farm  Loan 
banks  will  develop  into  savings  banks,  with 
the  associations  as  branches  for  collecting 
funds.  He  gave  his  idea  of  the  way  to  meet 
such  competition  as  follows: 

"By  becoming  more  attentive,  efficient  «nd  effective  in  local 
•enrice,  an  increase  in  deposita  would  come  as  a  matter  of 
course.  So  there  is  but  one  big  task  before  us,  divided  though 
it  may  be  into  two  different  branches.  Can  we  be  more  service- 
able to  the  farmers,  to  the  wage-earner  and  to  foreign  immi- 
grants  so  numerous  in  the  larger  cities?  Can  we  inculcate  the 
principles  of  frugality  and  thrift  more  deeply  and  more  gen- 
erally in  the  old  as  well  as  in  the  young  among  men  and 
women,  and  also  in  children? 

"Can  we  encourage  more  extensively  the  habit  of  saving 
among  the  classes  that  ordinarily  come  to  our  doors,  and 
give  them  more  acceptable  advice  above  the  judiciotis  and  eco- 
nomic use  of  savings?  Can  we  give  more  help  to  the  workman, 
the  clerk,  the  small  salaried  inan  or  woman  seeking  to  acquire 
a  home^  or  to  open  up  a  business,  or  to  undertake  some  good 
enterprise?  Ana,  finally,  can  the  funds  in  our  possession  be 
used  so  as  to  be  of  greater  benefit  to  the  communitiea  of  their 
source  ?" 

The  agitation  for  governmental  facilities  for 
lending  credit  to  the  farmers  has  been  suc- 
cessful to  the  extent  of  providing  mortgage 
loans  through  the  Federal  Land  Banks,  but  it 
will  not  stop  there.  Various  propositions  are 
in  course  of  development  for  providing  short 
time  credit  to  farmers,  and  a  bill  to  that  pur- 
pose is  now  pending  for  the  organization  of 
mutual  associations,  affiliated  with  the  Fed-, 
eral  Farm  Loan  system.  It  is  poor  policy  to 
meet  the  numerous  proposals  for  granting 
governmental  aid  to  farmers,  and  for  organ- 
izing the  farmers  politically,  simply  with  criti- 
cism and  hostility.  The  fact  is  that  a  great 
deal  can  be  done  to  help  them  by  community 
organization,  but  it  can  be  done  better  with- 
out governmental  action  if  intelligent  leader- 
ship is  supplied.  The  best  way  to  head  off 
the  spasmodic  and  ill-advised  political  move- 
ments which  are  based  upon  class  antagonisms 
is  by  creating  such  mutually  helpful  relations 
throughout  the  business  community  that  class 
appeals  will  meet  with  little  response. 

Obituary. 

John  W.  Sterling,  surviving  member  of  the 
original  law  firm  of  Shearman  &  Sterlinfr,  one 
of  the  leading  lawyers  of  New  York,  and  for 
many  years  law  counsel  to  this  Bank  and  a 
member  of  its  Board  of  Directors,  died  sud- 
denly on  July  5th  at  the  fishing  lodge  of  Lord 
Mount  Stephen,  in  Canada.  He  was  74  years 
of  age,  but  had  been  in  active  attendance  upon 
his  numerous  responsibilities  up  to  his  depar- 
ture on  the  vacation  trip  upon  which  he  died. 
Mr.  Sterling's  notable  career  is  briefly  sketched 
in  the  following  resolutions,  which  have  been 
adopted  by  the  Board  of  Directors  of  this 
Bank: 

Whereas,  our  associate,  John  Wlllltin  Sterling,  a  member  of 
this  Board  since  1898,  and  counsel  for  this  Bank  since  1891,  has 
departed  tliis  life,  after  a  long,  active  and  distinguished  career, 
and, 


Whereas,  we  have  been  profoundly  impressed  by  the  un. 
usual  traits  of  mind  and  character  manifested  in  his  life  and 
labors,  and  are  deeply  appreciative  of  the  great  ability,  constant 
fidelity  and  unremitting  personal  devotion  with  which  he  dis- 
charged every  duty  and  trust  committed  to  his  care,  therefore 
be  it 

RESOLVED,  that  in  memory  of  our  association  with  him 
and_  in  recoRnition  of  his  services  to  this  institution,  the  fol. 
lowing  sketch  and  appreciation  of  his  life  be  incorporated  in 
the  permanent  records  of  this  body: 

John  WilHam  Sterling,  born  at  Stratford,  Fairfield  County, 
Connecticut  in  1844,  came  of  sturdy  New  England  stock,  his 
earliest  American  ancestor  emigrating  from  England  to  Massa- 
chusetts in  1651.  His  father,  whose  name  he  inherited,  was  a 
sea  captain  of  that  period  when  American  shipping  led  the 
carrying  trade  of  the  world.  Mr.  Sterling  was  graduated  from 
Yale  with  high  honors  in  1864,  and  from  the  Columbia  Law 
School  of  New  York  City  in  1867,  delivering  the  valedictory 
address.  Upon  admission  to  the  bar  he  entered  the  law  office 
of  David  Dudle/  Field,  one  of  the  great  figures  cf  the  American 
Bar.  His  brilliant  promise  at  this  time  is  attested  by  the  fact 
that  in  1868  he  was  taken  into  the  newly  formed  partnership 
of  Mr.  Field  and  Thomas  G.  Shearman.  In  1873  Mr.  Field 
retired  apd^  the  firm  became  Shearman  &  Sterling,  and  it  was 
characteristic  of  Mr.  Sterling's  friendship  and  instinct  of  fidelity 
that  he  would  have  no  change  in  the  name  after  Mr.  Shearman's 
death,  which  occurred  in  1900.  He  said  that  there  would  be 
no  change  in  the  name  so  long  as  he,  himself,  survived,  and 
there  was  none. 

The  firm  was  attorney  and  counsel  to  many  of  the  Urge 
interests  centering  at  New  York,  and  participated  in  much 
important  corporate  litigation  and  in  many  railroad  reorganira- 
tions.  Mr.  Sterling  had  a  genius  for  mdefatigable  industry 
which  made  him  a  master  of  the  details  in  every  situation,  and 
the  same  characteristic  together  with  intuitive  perceptions  made 
him  a  master  of  the  law.  His  mind  was  constructive  and  orig- 
inal, and  at  the  same  time  conservative;  he  had  executive  ability 
of  a  high  order,  and  a  keen  insight  and  sagacity,  which  with 
his  sturdy  qualities  of  character  made  him  the  trusted  adviser 
of  many  men   of  large  affairs. 

He  was  a  great  lawyer  who  never  appeared  in  court,  but 
he  knew  thoroughly  all  of  tlie  affairs  confided  to  his  care.  He  was 
naturally  reticent  and  retiring  in  habits,  but  his  friendships 
endured  for  a  life  time.  He  was  firm,  strong,  upright  and  wise. 
His  proficiency  in  law  was  based  upon  his  instinctive  love  of 
eguity  and  the  right.  Men  trusted  implicitly  to  his  iudgement, 
his  counsel  and  his  fidelity,  and  his  life  was  devoted  faithfully 
and  consistently  to  the  discharge  of  those  obligations. 

The  Bank  has  been  fortunate  in  having  him  not  only  as  its 
legal  adviser,  but  also  as  a  member  of  its  Board.  He  has 
given  to  its  affairs  the  alert  and  conscientious  attention  which 
he  bestowed  wherever  he  accepted  responsibility,  and  the  official 
staff  join  u»  in  deploring  his  death  and  offering  this  tribute  to 
bis  memory. 

As  a  result  of  his  unusual  business  career 
Mr.  Sterling  left  a  large  estate  and  after  im- 
portant bequests  to  relatives  and  friends  and 
gifts  to  charities  in  which  he  had  been  immedi- 
ately interested,  he  gave  the  residue,  which  will 
realize  fully  $15,000,000,  to  his  Alma  Mater, 
Yale  University,  for  which  he  had  always  cher- 
ished the  most  loyal  affection.  The  next  largest 
bequest  was  to  the  Miriam  Osborne  Home  for 
indigent  gentlewomen,  located  in  Westchester 
county.  New  York.  This  Home  was  founded 
by  Mrs.  Miriam  Osborn,  widow  of  Charles  J. 
Osbom,  one  of  Mr.  Sterling's  most  intimate 
friends.  Under  Mrs.  Osborn's  will  it  fell  to 
Mr.  Sterling  to  carry  out  her  design  of  estab- 
lishing the  Home,  and  he  not  only  did  so  to 
•the  extent  of  carrying  out  her  instructions, 
but  before  his  death  had  given  $500,000  of  his 
own  money  to  the  project  and  by  his  will 
gives  as  much  more. 

Mr.  Sterling  was  an  exceptionally  able  busi- 
ness man,  and  his  life  was  devoted  to  con- 
structive work,  the  benefits  of  which  were 
widely  distributed,  because  it  was  work  for 
continental  development  and  national  up-build- 
ing. He  acquired  a  large  fortune,  but  his 
expenditures  upon  himself  were  few,  he  worked 
hard  and  faithfully,  and  at  the  end  his  fortune 
!.as  practically  all  gone  to  public  benevolences 
a:id  to  enlarge  the  usefulness  of  a  great  Ameri- 
c:\n  institution  of  learning. 
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City  BanK  Service.'* 


REVISION 


^"OT  infrequently  the  return  from 
investments    may  be   increased 
through  a  revision  of  holdings. 

Bonds  and  Short  Term  Notes  are  now 
selling  on  an  attractive  basis  and  re- 
turn a  liberal  income. 

We  shall  be  pleased  to  confer  with  you 
and  to  suggest  reinvestments. 

Our  current  list  of  offerings  will  be  sent  upon  request  for  B-68. 


The  National  City  Company 

NationaJ  City  Bank  Building.  New  York 


CORRESPONDENT  OFFICES 


Albany,  N.  Y. 

Ten  Eyck  BIdg. 

Atlanta,  Ga. 

Trust  Co.  of  Georgia  Bldg. 

Baltiuou,  Md. 

Munacy  Bldg. 

Boston,  Mass. 

10  State  St. 

Buffalo,  N.   Y. 

Marine  Bank  Bldg.        I 

Chicago,  Ilu 

137  So.  La  Salie  St. 

Cincinnati,  Ohio 

Fourth  Katl.   Bank   Bldg. 

Clkvelakd, 

Guardian 


Dayton,  Ohio 

ATutual  Home  Bldg. 

Dehvek,  Colo. 

718  17th  St. 

Detkoit,  Mich. 

1-17  Griswold  St. 

HAKTroao,  Conn. 

Conn.  Mutual  Bldg. 

Indianapolis,  Ino, 

Ictcber  Sav.  &  Tr.  Bldg. 

Kansas  City,  Mo. 

Republic  Bldg. 
Lns  Anckles,  Cal. 
Hibernian   Bldg. 
,  Ohio  PaoviDiNcl,   R.   I, 

Bldg.  Industrial  Trust  Bldg. 

Lo.\.ON,  Exc  3$,  Bishopsgate,  E.  C.  2 


Minneapolis,  Minn'. 

McKnight  Bldg. 

Newark,   N.    T. 

790  Broad  St. 

New  Okleans,  La. 

301   Baronne  St. 

Philadelphia,  Pa. 

1421  Chestnut  St. 

PiTTSBUacH,  Pa. 
Farmers  Bank  Bldg. 

POKTLAND,    }AZ. 

396  Congress  St. 

•  POETLAND,    OeE. 

Railway  Exchange  Bldg. 


RiCHUOND,  Va. 

1214  Mutual  Bldg. 

San   Fkancisco,  Cal. 

424  California  St. 

Seattle,  Wash. 

Hoge  Bldg. 

Speincpield,  Mass. 

3rd  Natl.  Bank  Bldg. 

St.  Louis,  Mo. 

Bank  of  Commerce  Bldg. 

Wasbinctoh,  D.  C. 

741  15lh  St  N.  W. 

WilkisUakei,  Pa. 

Miners  Rank  Bldg. 


1812 


1918 


Economic  Conditions 
Governmental  Finance 
United  States  Securities 


Responsibility  for  the  War. 

IT  is  not  the  usual  thing  to  take  notice  of 
anonymous  communications,  but  although 
the  individual  author  may  be  unknown, 
such  letters  are  sometimes  evidently  rep- 
resentative of  a  group,  and  where  there 
is  reason  to  believe  that  this  is  the  case  the 
absence  or  presence  of  an  individual  signature 
is  not  the  important  thing.  In  the  July 
number  of  this  publication  was  reprinted  an 
important  statement  by  Mr.  Morganthau, 
who  in  1914  was  the  United  States  Ambas- 
sador to  the  Turkish  Government,  confirming  by 
the  testimony  of  Baron  Wagenheim,  the  Ger- 
man Ambassador  to  Turkey,  a  statement  by 
Prince  Lichnowsky  and  others  to  the  eflFect 
that  the  war  policy  of  Germany  and  Austria- 
Hungary  was  determined  upon  at  a  conference 
held  in  Potsdam  on  July  5,  1914.  In  view  of 
the  plea  that  Germany  is  fighting  a  defensive 
war,  it  was  interesting  to  have  the  accumula- 
tions of  proof,  that  while  all  the  rest  of  the 
world  was  going  peacefully  about  its  usual  pur- 
suits, the  high  powers  of  Germany  and  Austria- 
Hungary  were  conferring  about  the  demands  to 
be  made  upon  Servia  and  fully  contemplating 
the  probability  that  those  demands  would  re- 
sult in  a  general  European  war. 

A  copy  of  the  page  carrying  the  Morganthau 
statement  and  a  reference  to  the  Lichnowsky 
statement  has  been  returned  to  us,  with  the  fol- 
lowing comment  pencilled   thereon: 

"This  is  beside  the  question;  these  statements  from  two  dis* 
credited  officials.  The  war  became  inevitable  when  the  Morocco 
crisis  showed  that  there  was  a  conspiracy  to  humiliate  Germanv, 
There  would  have  been  war  then  if  Germany  had  been  rtaaj 
financially.  She  waited  her  time  and  did  not  wait  until  It 
suited    the    Entente." 

The  writer  of  this  is  apparently  sensitive  under 
the  charge  of  duplicity  in  so  far  as  it  relates  to 
the  July  5th  conference,  and  yet  he  naively  ad- 
mits and  justifies  the  policy  of  duplicity. 

The  Morocco  Crisis. 

The  last  Moroccan  crisis  occurred  in  1911.  In 
1905  Germany  had  objected  to  the  extension  of 
French  influence  in  Morocco,  and  at  its  instance 
an  international  conference  upon  the  subject  was 
held  at  Algerciras,  in  which  thirteen  nations, 
the  United  States  among  them,  participated. 
Germany  did  not  get  all  she  wanted  from  this 
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conference;  only  Austria-Hungary  and  Mo- 
rocco sided  with  her.  The  conference,  how- 
ever, agreed  upon  a  reaffirmation  of  the  inde- 
dependence  of  the  Sultan  and  that  an  open  door 
should  be  maintained  to  all  trade.  In  1911 
Germany  protested  that  France  was  not  ob- 
serving the  terms  of  the  agreement  and  sent 
a  warship  into  the  harbor  of  Agadir.  There  was 
much  war  talk,  and  Lloyd-George  made  a 
speech  at  the  Lord  Mayor's  banquet,  in  which 
he  was  understood  to  give  notice  that  Eng- 
land would  not  stand  by  and  see  France  at- 
tacked. The  Kaiser  was  said  to  have  called  a 
conference  of  bankers  and  industrial  leaders  and 
asked  them  if  they  were  ready  for  war,  to  which 
inquiry  a  negative  reply  was  given.  Large  sums 
loaned  in  Germany  by  French  bankers  were  re- 
called, creating  a  sharp  crisis,  which  was  allevi- 
ated by  German  loans  in  New  York.  The 
Kaiser  was  said  to  have  told  the  German  bankers 
that  next  time  he  asked  that  question  he  wanted 
a  different  answer. 

Tlie  Qerman  Qrievance. 

It  is  unnecessary  to  go  into  the  particulars  of 
the  German  grievance.  If  the  terms  of  the  con- 
ference agreement  were  violated  the  matter  con- 
cerned all  of  the  thirteen  powers,  who  were  par- 
ties to  the  agreement,  but  the  other  powers  dis- 
played no  interest  and  the  differences  between 
Germany  and  France  were  adjusted  by  them- 
selves. 

Doubtless  our  correspondent  is  well  informed 
in  saying  that  Germany  felt  aggrieved  over  the 
Morocco  affair,  and  that  war  would  have  oc- 
curred then  if  she  had  been  financially  ready,  for 
Von  Jagow,  formerly  Secretary  for  Foreign  Af- 
fairs, in  his  reply  to  Prince  Lichnowsky,  said: 

Our  Morocco  policy  had  led  to  a  political  defeat.  Happily 
this  had  been  avoided  in  the  Bosnian  crisis,  and  at  the  London 
Conference.  A  fresh  diminution  of  our  prestige  was  intolerable 
for  our  position  in  Europe  and  in  the  world.  The  prosperity 
of  State«,_  and  their  political  and  economic  successes,  depend  upon 
the  prestige  which  they  enjoy   in  the  world. 

This  quotation  of  itself  shows  the  dominating 
spirit  of  the  German  Government.  Its  pride  was 
offended  when  all  of  the  powers  in  the  Morocco 
conference  except  Austria-Hungary  and  Morocco 
sided  against  it  and  with  France,  but,  this  align- 
ment   did   not    constitute   a    conspiracy    against 
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either  the  dignity  or  security  of  Germany.  There 
was  nothing  at  issue  in  the  Morocco  situation 
which  involved  the  vital  interests  of  Germany  or 
justified  war. 

Germany  accepted  a  settlement,  but  "bided  her 
time."  The  war  in  the  Balkans  broke  out,  and 
the  European  situation  became  exceedingly  tense ; 
the  great  powers  were  in  almost  continual  con- 
ference for  the  avowed  purpose  of  averting  a 
general  war,  but  Germany  "bided  her  time."  She 
sent  Prince  Lichnowsky  in  1912  as  her  Ambas- 
sador to  London  and  kept  him  there  until  the 
war  broke  out  in  August,  1914.  If  he  was  not 
the  trusted  representative  of  the  German  Gov- 
ernment it  was  an  act  of  perfidy  to  keep  him 
there.  He  says  that  throughout  his  term  of  ser- 
vice the  British  Government  labored  constantly 
to  maintain  the  peace  of  Europe  and  to  satisfy 
the  wishes  of  the  German  Government  in  all 
matters  pending  between  the  two  governments. 
Von  Jagow  has  virtually  confirmed  Lichnowsky's 
statements,  admitting  that  in  the  most  important 
question  of  all,  the  matter  of  the  Bagdad  rail- 
way, "we  found  the  English  Government  ready 
to  meet  us,"  and  that  he  believed  in  "Sir  Edward 
Grey's  serious  wish  to  reach  an  agreement  with 
us." 

German  Prosperity. 

Meantime  German  trade  was  spreading  with- 
out hindrance  the  world  over.  German  trad- 
ers and  financiers,  backed  by  the  government 
and  by  offensive  governmental  policies  prac- 
ticed nowhere  else,  were  penetrating  and  es- 
tablishing themselves  without  opposition  in  all 
of  the  countries  now  said  to  have  been  in  the 
"conspiracy"  against  Germany.  England  and 
the  British  colonies  were  an  open  field  to  them. 
They  were  as  free  to  operate  in  London  as  in 
Berlin.  They  had  the  metal  production  of  the 
British  Empire  so  completely  tied  up  in  rela- 
tions with  German  smelters  that  for  more  than 
a  year  after  the  outbreak  of  the  war  Great 
Britain  could  not  get  the  use  of  the  immense 
Australian  lead  production,  and  was  dependent 
for  her  munition  supply  upon  the  production  of 
the  United  States.  The  great  textile  industry 
of  England  was  dependent  on  Germany  for 
dyes,  a  fact  of  very  great  significance  because 
the  dye  industry  is  intimately  related  to  the 
manufacture  of  high  explosives,  which  England 
had  to  develop  from  insignificant  proportions 
after  the  war  broke  out.  If  the  idea  that  neu- 
trality forbade  the  United  States  to  export  war 
materials  to  a  belligerent  had  prevailed  Ger- 
many would  have  won  the  war  in  the  first  year 
because  she  was  prepared,  while  her  antagonists, 
and  especially  England,  were  not. 

The  seas  and  ports  of  the  world  were  as  free 
to  German  ships  as  to  any  ships  in  the  world, 
and  German  shipping  and  German  trade  were 
growing  faster  than  any  other.  Her  trade  op- 
portunities in  the  great  territories  of  Russia 
were  superior  to  those  of  any  rival,  the  Bagdad 


railway  and  the  sweeping  concessions  which 
were  carried  by  the  Bagdad  contract  with  the 
Turkish  government,  to  which  England  had 
assented,  were  establishing  her  in  a  dominant 
position  in  western  Asia,  and  she  had  a  great 
colonial  empire  in  Africa,  besides  her  posses- 
sions in  the  Pacific  and  a  foothold  in  China. 

Nevertheless,  as  the  world  knows  now,  Ger- 
many was  dissatisfied,  and  amid  all  of  these 
negotiations  and  all  of  this  unhindered  devel- 
opment and  prosperity,  was  only  "biding  her 
time."  England  ceded  Heligoland,  an  island 
which  in  the  hands  of  an  enemy  would  be  a 
grave  menace  to  the  German  North  Sea  ports, 
as  a  token  of  friendly  disposition ;  Germany 
and  Austria-Hungary  were  allowed  their  own 
way  with  Bosnia  and  Herzegovina,  but  Ger- 
many did  not  have  quite  her  own  way  in  Mo- 
rocco. There  she  considered  her  prestige  im- 
paired. She  was  affronted.  The  Morocco  case 
furnished,  she  assumed,  evidence  of  a  conspir- 
acy against  her,  and  there  was  nothing  to  do 
but  settle  the  question  of  supremacy  at  the 
earliest  favorable  opportunity. 

Minority  Opinion  in  Qermany. 

Of  course  we  do  not  say  or  believe  that  all 
Germans  have  sympathized  with  the  military 
party  which  has  made  the  policies  of  the 
nation.  No  doubt  there  has  been  a  minority 
element  which  has  disapproved  of  the  course 
pursued,  but  apparently  its  influence  has  been 
small.  Germany  lost  heavily  of  independent 
spirits  in  1848,  and  the  government  has  controlled 
the  universities  and  other  sources  from  which, 
in  other  countries,  liberal  leadership  is  com- 
monly expected.  It  is  possible  however  to 
read  between  the  lines  of  a  recent  editorial  in 
the  Berliner  Tageblatt,  edited  by  a  recognized 
liberal,  Theodore  Wolff,  and  see  that  all  is  not 
perfectly  harmonious  there.    He  says  in  part : 

One  ought  not  perhaps  at  present  to  discuss  r.ho  has  helped 
to  prolong  the  war.  Hut,  as  that  has  become  the  fashion,  one 
cannot  refrain  from  establishing  the  real  facts.  The  principal 
contributors  to  the  prolongation  of  the  war  have  been  't--^"-  -.  ti-i 
contemplated  America's  declaration  of  war  "with  ' 
and  "with  relief,"  the  people  who  filled  Germany  v, 
agitation  such  as  there  has  never  been  before,  and  ^..1..;.;^  at 
their  credulous  public  pronhecies  of  which  not  a  single  one 
Iiad  been  fulfilled.  Doubtless  it  is  the  politicians,  journalists, 
and  agitators  who  started  this  dance  that  have  co-operated  most 
ihoroughly  in  the  prolongation  of  the  war.  The  same  politicians, 
iournalists.  and  agitators,  relying  upon  the  general  shortness  ox 
memory,  are  now  again  anxious  to  educate  the  pcopl^  with  tbeir 
pomp  and   their  noise. 

When  one  reads  over  now  their  former  writings  and  speeches, 
their  proclamations,  and  promises  one  finds  a  strange  assembly 
of  people  who  never  can  be  cured  of  their  short  sight.  A  book 
composed  of  nothing  but  such  quotations  would  be  attractive  and 
instructive. 

The  same  editorial  characterizes  the  Brest- 
Litovsk  treaty  as  "an  extremely  unhappy  doc- 
ument." The  truth  seems  to  be  that  Germany 
had  gained  so  much  since  the  war  with  France 
in  1870  in  position,  prestige  and  wealth  that 
the  great  body  of  the  people  were  content  to 
let  the  dominant  military  party,  which  had 
these  achievements  to  its  credit,  continue  to 
have  its  own  way. 

By  this  time  even  the  Pan-Germans  must 
be  thinking  that  Germany  was  getting  along  in 


quite  a  satisfactory  manner  while  "biding  her 
time."  Nobody  was  preparing  to  attack  her, 
or  even  thinking  about  attacking  her,  but  by 
the  activities  of  her  own  government  she  has 
procured  declarations  of  war  against  herself 
from  twenty-two  governments,  and  every  day 
sees  a  deepening  of  the  world  feeling  of  hos- 
tility. This  is  the  outcome  of  having  "bided 
her  time,"  and  picked  a  time  which  she  thought 
was  favorable.  It  is  to  be  hoped  that  the 
lesson  to  all  nations  will  be  a  lasting  one. 

The  Financial  Situation. 


In  normal  times  the  fall  demand  for  money 
is  just  getting  into  full  swing  on  September  1st, 
but  this  year  the  seasonal  requirements  have 
come  earlier,  as  a  result  of  the  early  movement 
of  the  great  wheat  crop  and  the  general  in- 
clination to  be  forehanded  in  replenishing  stocks. 
The  demand  for  the  industries  has  been  increas- 
ing through  the  summer,  and  money  would  be 
very  tight  if  the  supply  was  restricted  to  the 
old-time  facilities,  but  with  the  spillway  for 
demand  into  the  reserve  banks  the  pressure 
is  scarcely  noticeable  to  the  public.  Accom- 
modations are  obtainable  for  all  approved 
purposes  and  interest  rates  are  kept  at  a  level 
which  is  artificially  low,  considered  in  rela- 
tion to  the  demand  for  money,  the  general 
level  of  prices  and  the  other  conditions.  The 
supply  of  "money"  is  increased  to  meet  the 
demands  by  means  of  the  credit  machinery 
which  has  been  provided. 

We  see  no  reason  to  expect  that  the  demands 
will  fall  off  or  that  the  credit  machinery  will 
fail  to  take  care  of  the  new  demands.  As  a 
result  of  the  rapid  movement  of  the  wheat  crop 
the  sections  in  which  it  was  produced  will  liqui- 
date indebtedness  and  have  some  free  capital, 
but  the  wheat  will  have  to  be  carried  somewhere 
until  it  is  eaten,  and  the  cotton  crop  is  coming 
to  market  at  the  highest  price  level  on  record. 

Moving  Cotton. 

Numerous  conferences  have  been  held  and  a 
voluminous  discussion  has  been  going  on  rela- 
tive to  marketing  the  cotton  crop.  The  accep- 
tance has  been  urged  as  a  credit  instrument  well 
adapted  to  the  cotton  trade,  but  admirable  as  it 
is  the  acceptance  cannot  do  everything  alone. 
There  should  be  public  warehouse  facilities  to 
go  with  it,  and  while  the  South  has  been  mak- 
ing good  progress  in  this  respect  in  the  last 
four  years,  present  storage  capacity  over  and 
above  what  is  occupied  by  the  carry-over  will 
not  go  very  far  in  accommodating  the  new  crop. 
Moreover,  current  prices  for  cotton  are  very 
high  as  compared  with  normal  prices.  Cotton 
may  be  worth  35  cents  per  pound,  having  regard 
for  the  demand  there  will  be  for  it  after  the 
war;  it  may  be  good  policy  for  the  producer, 
or  anyone  who  has  the  capital  to  spare,  to  carry 
it  to  realize  on  at  that  time,  but  that  is  a  pros- 
pective situation,  and  a  lender  who  has  nothing 


in  it  but  an  interest  charge  at  4>4  to  6  per  cent, 
per  annum  will  hardly  care  to  lend  on  35  cent 
cotton  with  an  ordinary  margin.  Therefore, 
in  order  to  distribute  acceptances  on  a  large 
scale,  somebody  must  first  buy  the  cotton 
and  make  a  down  payment  of  an  amount 
in  excess  of  the  usual  margin.  This  feature 
would  be  remedied  if  the  price  was  stabilized  by 
the  Government  as  in  the  case  of  wheat,  and 
there  are  advocates  of  this  policy,  but  the  fixing 
of  an  official  price  in  view  of  all  existing  circum- 
stances would  be  a  very  perplexing  task. 

In  any  event,  it  will  require  a  great  deal  of 
credit  to  take  the  cotton  crop  out  of  first  hands, 
and  there  is  not  much  bank  credit  to  spare  in 
any  part  of  the  country,  even  for  prime  ac- 
ceptances. Treasury  certificates  have  the  first 
call  on  all  the  lending  capacity  of  the  banks 
above  what  they  feel  obligated  to  reserve 
to  their  home  customers.  For  this  reason, 
it  may  be  questioned  whether  a  large  distri- 
bution of  cotton  acceptances  is  practicable 
this  year  even  with  public  warehouses  pro- 
vided. The  argument  for  the  acceptance  is 
that  it  is  an  exceptionally  mobile  form  of  credit, 
which  will  flow  into  all  the  vacant  spaces  in  the 
banking  system,  but  when  there  are  no  vacant 
spaces  the  acceptance  has  no  magic  powers. 

The  fact  is  that  the  cotton  crop  requires  less 
credit  in  farmers'  hands  than  anywhere  else, 
and  while  we  grant  that  it  is  desirable  to  have 
an  ample  supply  of  credit  to  handle  the  business 
of  the  country  in  its  natural  movements,  there 
are  grave  objections  at  this  time  to  multiplying 
the  floating  volume  of  credits  unnecessarily.  All 
such  credits  are  purchasing  power  and  contri- 
bute to  a  general  state  of  inflation,  the  effect  of 
which  is  to  raise  wages  and  prices  h'gher  and 
higher.  Agriculture  is  the  one  great  industry 
in  which  the  year's  production  is  largely  avail- 
able for  sale  at  one  time,  and  if  the  entire  agri- 
cultural output  of  this  country  was  converted 
within  a  few  weeks,  at  present  prices,  into  cash, 
the  situation,  already  over-stimulated,  would  be 
still  more  congested. 

Limitations  Upon  Use  of  Credit. 

It  must  not  be  thought  that  the  Federal  Re- 
serve system  and  the  War  Finance  Corporation, 
or  any  other  agencies  that  may  be  devised  for 
creating  credit — or  any  additions  to  the  gold  re- 
serves— will  enable  us  to  go  on  multiplying 
credits  indefinitely  without  ill  results.  Bank 
credit,  like  paper  money,  is  a  facility  which  with- 
in limitations  is  useful  in  promoting  production, 
but  neither  paper  money  nor  bank  credit  can  be 
used  except  to  put  the  physical  agencies  of  pro- 
duction into  effective  use.  If  the  industrial 
equipment  of  a  country  is  not  working  to  full 
capacity;  if  land  is  going  untilled  for  lack  of 
labor  while  labor  is  without  employment;  if 
cattle  are  dying  in  one  section  for  want  of  feed, 
or  being  forced  upon  the  market  in  unfit  condi- 
tion, while  in  another  locality  there  is  feed  for 


sale  in  abundance;  or  wherever  production  may 
be  increased  by  the  use  of  agencies  now  idle, 
then  credit  may  be  profitably  employed.  But 
when  all  the  physical  agencies  of  production  are 
already  in  full  use  the  attempt  to  use  more  money 
or  credit  spends  itself  in  driving  up  wages  and 
prices. 

Precisely  that  situation  exists  today.  We  say 
that  high  costs  and  high  prices  make  it  neces- 
sary to  use  more  credit,  but  it  is  equally  true 
that  the  e.xpansion  of  credit  facilitates  the  com- 
petition for  labor  and  material  which  makes  high 
costs  and  prices.  It  is  the  struggle  among  all 
the  industries  and  all  of  the  employers  for  work- 
ers and  materials  that  puts  up  wages  and  prices. 
It  is  stated  that  "friendly  representations"  have 
been  made  by  the  skilled  shipbuilding  trades  for 
an  advance  of  wages  to  $1.00  per  hour,  with  dou- 
ble-time after  eight  hours  on  "week  days"  and 
four  hours  on  Saturdays,  and  10  per  cent,  extra 
for  the  night  shifts.  It  is  claimed  that  the  cost 
of  living  has  gone  up  since  the  present  wage- 
rate  was  established.  Wages  were  made  high 
in  the  shipyards  originally  for  the  purpose  of 
attracting  labor  from  other  industries,  and  the 
other  industries  then  raised  wages  in  self  de- 
fense. As  wages  go  up  in  the  war  industries 
the  consumption  demand  on  the  peace  indus- 
tries increases  and  the  struggle  for  labor  in- 
tensifies. 

The  Bureau  of  Statistics  and  Information  of 
the  New  York  State  Department  of  Labor  re- 
ports the  average  per  capita  weekly  wages  in 
New  York  State  in  June,  1918,  at  $20.44  against 
an  average  of  $16.38  per  week  in  1917,  $14.43 
in  1916,  and  $12.85  in  1915. 

Most  of  the  industries  are  now  short  of 
labor  to  work  all  of  their  equipment,  and 
under  this  condition  the  temptation  to  draw 
labor  from  other  employments  is  very  strong. 
Costs  in  the  textile  industries  are  higher 
than  last  year,  but  not  so  many  yards  of  cloth 
will  be  made  this  year  as  last.  Costs  are  high- 
er in  the  steel  and  iron  industry  but  produc- 
tion this  year  will  be  little  if  any  greater  than 
last.  The  industries  are  chasing  themselves 
around  a  circle,  stimulated  and  supported  by 
credit  and  constantly  getting  farther  from 
normal  conditions,  to  which  eventually  they 
will  have  to  return. 

The  increasing  costs  are  inflating  the  na- 
tional debt,  which  will  have  to  be  carried  upon 
the  basis  of  peace  conditions,  when  it  will  take 
twice  as  much  in  labor  and  commodities  to 
pay  a  dollar  of  debt  as  the  Government  re- 
ceives now.  Moreover,  the  people  who  indi- 
vidually get  into  debt  on  this  basis,  and  who 
fail  to  clean  up  promptly  may  find  themselves 
after  the  war  facincr  the  problem  of  meeting 
their  obligat'ons  at  the  same  two  to  one  ratio. 

The  Rise  of  Loans. 

We  gave  a  statement  last  month  showing 
that  the  loans,  acceptances  and  bills  discounted 


on  hand  in  the  twelve  Federal  reserve  banks 
increased  from  $161,386,000  from  July  20,  1917, 
to  $1,378,346,000  on  July  19,  1918.  We  now 
have  to  report  that  at  the  date  of  the  last  con- 
solidated statement,  August  23,  they  stood  at 
$1,630,321,000.  The  increase,  $1,468,935,000, 
represents  loans  passed  up  by  the  member 
banks  of  the  system,  and  the  loans  on  hand 
of  national  banks  also  increased  from  June  20, 
1917,  to  June  29,  1918,  in  the  sum  of  $808,000,- 
000,  not  including  Treasury  certificates.  Their 
holdings  of  bonds.  Treasury  certificates,  etc., 
.showed  a  net  increase  in  the  same  time  of  $938,- 
000,000,  making  a  total  increase  in  reserve  banks 
and  national  banks  of  over  $3,000,000,000.  Fig- 
ures for  State  banks  and  trust  companies  are  not 
available. 

On  August  16  member  banks  reporting  to 
the  Federal  reserve  board  held  loans  and  in- 
vestments other  than  Government  securities 
or  loans  on  same,  amounting  to  $10,722,771,000 
as  against  $10,004,162,000  on  May  31,  last. 
This  is  a  rapid  increase,  and  it  is  common 
knowledge  that  the  member  banks  and  state 
institutions  outside  of  the  reserve  system  are 
generally  loaned  up  close,  so  that  further  ad- 
ditions to  their  holdings  will  have  to  be  passed 
on,  directly  or  indirectly,  to  the  reserve  banks. 

The  increase  in  loans  since  a  year  ago  has 
mucli  more  than  taken  up  the  additional  lend- 
ing power  which  was  created  by  the  amend- 
ments to  the  reserve  act  lowering  the  reserve 
requirements  of  the  member  banks  and  by 
transferring  gold  and  lawful  money  to  the 
reserve  banks.  On  August  22,  1917,  the  con- 
solidated statement  of  the  reserve  banks 
showed  a  lawful  reserve  against  demand  lia- 
bilities of  82.6  per  cent.,  and  on  August  23,  1918, 
of  56.7  per  cent.  Reserve  percentages  for  the 
national  banks  no  longer  have  any  significance, 
as  reserves  are  replenished  at  the  reserve 
banks. 

It  is  true  that  the  present  reserve  is  high, 
compared  with  the  existing  reserves  of  Eng- 
land, Germany  and  France,  and  with  ordinary 
banking  practice,  but  the  countries  named  have 
been  at  war  nearly  three  years  longer  than  the 
United  States,  and  it  is  well  to  consider  where 
we  will  be  even  one  year  from  now.  Further- 
more, the  matter  of  chief  concern  is  not  the 
mere  lowering  of  the  reserve  percentage  tow- 
ard what  may  be  considered  the  danger  point, 
but  the  influence  already  being  exerted  by 
these  swelling  bank  credits  upon  the  industrial 
situation. 

One  Billion  of  New  Bank  Credits  in  Three  Months. 

The  increase  of  $383,000,000  in  the  loans  of 
the  reserve  banks  and  $718,000,000  in  the  loans 
of  member  banks  (the  latter  not  including  any 
Government  financing")  since  June  1st,  means 
that  one  billion  dollars  of  new  credit  has  been 
put  into  circulation  in  less  than  three  months 
to  do  the  work  of  money.     This  credit  is  new 


purchasing  power  which  will  remain  as  a  stim- 
ulating element  in  the  industrial  situation  until 
it  is  retired  by  a  corresponding  reduction  of 
bank  loans.  It  is  checked  from  one  bank  to 
another,  performing  the  function  of  money, 
for  each  individual's  credit  in  his  bank  account 
is  to  him  the  same  as  money. 

The  foregoing  is  descriptive  rather  than 
critical,  for  the  individual  banker  hardly  can  be 
expected  to  take  the  responsibility  of  curtail- 
ing credit  to  his  customers  who  are  wanting  it 
for  apparently  necessary  purposes.  The 
banker  feels  that  he  is  rendering  a  patriotic 
service,  but  this  multiplication  of  credit  for 
all  competitors  instead  of  getting  larger  results 
simply  determines  who  at  last  shall  have  the 
limited  supply  of  labor  and  materials.  The 
country  is  trying  to  use  credit  in  excess  of  the 
physical  capacity  of  its  industries  and  some 
way  must  be  found  to  hold  this  tendency  in 
check  other  than  by  a  general  appeal  to  bank- 
ers to  restrict  loans  to  essential  purposes. 
There  is  no  end  to  the  inflation  that  may  take 
place  for  essential  purposes  if  this  competi- 
tion for  labor  and  materials  goes  on.  The 
remedy  must  be  found  in  more  direct  and  ef- 
fective control  of  the  industrial  situation. 

Fourth  Liberty  Loan. 

Thus  far  $2,759,541,500 of  4^  percent.  Treas- 
ury certificates  have  been  sold  in  anticipation  of 
the  Fourth  Liberty  Loan,  and  the  books  will 
close  September  3  on  another  offering  of  $500,-^ 
000,000.  The  Secretary  of  the  Treasury  has 
also  placed  on  sale  a  new  issue  of  certificates, 
bearing  4  per  cent,  interest  which  will  be 
accepted  in  payment  for  income  and  profits 
taxes.  No  limit  has  been  named  upon  this 
issue.  The  certificates  will  be  issued  in  denomin- 
ations of  $500,  $1,000,  $5,000,  $10,000  and  $100,- 
000.  Principal  and  interest  will  be  exempt  from 
all  taxes  except  inheritance,  income  surtaxes  and 
profits  taxes. 

The  Fourth  Liberty  Loan  will  be  opened  on 
September  28.  The  amount  has  not  been  an- 
nounced, but  is  expected  to  be  $5,000,000,000 
or  $6,000,000,000.  The  rate  will  be  4>^  per 
cent.  In  view  of  the  loaned-up  condition  of 
the  member  banks  it  now  seems  probable  that 
there  will  be  more  re-discounting  than  for  the 
other  loans.  Furthermore,  inasmuch  as  busi- 
ness profits  and  personal  incomes  will  be 
taxed  for  this  year  approximately  twice  as 
much  as  last  year,  reservations  for  this  pur- 
pose are  now  being  made,  and  presumably 
bond  subscriptions  from  these  sources  will  be 
reduced. 

Broad  Distribution  Necessary. 

In  view  of  the  situation  the  success  of  this 
loan  seems  to  depend  in  larger  degree  than 
with  either  of  the  others  upon  wide  distribu- 
tion. There  is  good  reason  to  believe  that  a 
greater  number  of  small  and  moderate-sized 


subscriptions  will  be  readily  forthcoming.  The 
result  of  the  third  campaign  showed  that  where 
the  country  was  thoroughly  organized  splen- 
did results  were  obtained.  This  time  the  or- 
ganization will  be  improved  and  the  public 
will  be  still  more  interested  and  receptive. 
The  splendid  work  that  our  troops  are  doing 
will  give  enthusiasm  to  the  campaign.  It 
must  be  borne  in  mind,  however,  that  thor- 
ough, careful  organization  in  every  part  of  the 
country  is  absolutely  necessary  to  raising  five 
or  six  billions  of  dollars.  The  sense  of  per- 
sonal responsibility  must  be  felt  by  each  in- 
dividual, and  he  must  understand  that  it  is 
even  more  important  now  than  heretofore  that 
his  subscription  shall  be  met  out  of  income 
and  not  by  borrowing.  Temporary  borrowing 
is  approved  and  the  Treasury  will  arrange 
payment  by  installments,  but  the  point  should 
be  clearly  emphasized  that  in  subscribing  for 
bonds  the  subscriber  is  expected  to  actually 
turn  over  purchasing  power  to  the  Govern- 
ment and  not  seek  to  also  use  the  purchasing 
power  himself.  When  a  person  subscribes  for 
bonds,  and  meets  the  subscriptions  simply  by 
borrowing,  he  fails  to  carry  out  his  implied 
pledge  to  assist  the  Government  to  obtain  war 
materials.  He  is  giving  an  order  for  goods  and 
reserving  the  right  to  use  them  himself. 

Closer  Economy  Required. 

The  country  does  not  even  yet  understand 
the  vital  relation  which  personal  economy 
bears  to  the  nation's  effort  in  the  war.  The 
people  are  willing  to  do  anything  except  re- 
duce their  personal  expenditures.  They  will 
give  their  sons,  brothers  and  husbands  to  the 
battle  line,  but  do  not  see  that  in  order  to 
support  them  there  with  the  full  man-power  of 
the  nation,  labor  must  be  saved  and  released 
from  its  ordinary  pursuits.  The  limiting  fac- 
tor in  our  efforts  is  man-power.  We  must 
save  labor,  save  coal,  save  power,  save  shop- 
room,  save  railway  capacity,  at  every  possible 
turn,  and  as  we  do  this  we  will  find  ourselves 
in  funds  to  buy  the  bonds  and  stamps. 

The  Secretary  of  War  has  said  that  there  are 
two  alternative  policies  which  may  be  adopted 
for  the  conduct  of  the  war.  One  is  to  recruit 
our  armies  rapidly  and  throw  an  overwhelming 
body  of  troops  upon  the  enemy  within  the 
coming  year,  forcing  the  war  to  an  early  ter- 
mination ;  the  other  is  to  recruit  the  armies 
more  slowly  and  protract  the  war.  The  Gov- 
ernment is  adopting  the  former  policy,  be- 
lieving that  it  is  more  certain  to  bring  victory, 
and  that  the  cost  in  human  sacrifice  will  be 
less  than  by  a  war  running  on  for  years. 
Public  opinion  approves  of  this  decision,  but 
does  the  public  understand  the  changes  which 
it  requires  in  industry?  These  millions  of  men 
who  are  taken  for  the  armies  and  the  war  in- 
dustries have  been  employed  in  making  things 


for  the  market  or  in  serving  the  public  in  one 
capacity  or  another.  Their  removal  from  these 
employments  means  that  the  supply  of  goods 
and  services  will  be  reduced  and  hence  that 
consumption  must  be  reduced.  The  problem 
is  not  primarily  a  matter  of  raising  money 
for  the  treasury;  it  is  chiefly  a  matter  of 
releasing  labor  from  supplying  private  wants, 
to  supply  the  Government's  wants.  Obvious- 
ly if  this  relief  is  to  be  obtained  upon  a  great 
scale,  the  whole  body  of  the  people  must  par- 
ticipate, for  they  are  the  real  employers. 

We  hear  on  every  hand  the  argument  of- 
fered, and  usually  accepted  without  contro- 
versy, that  the  wage  earners  or  producers  of 
a  given  class  must  have  their  wages  or  prices 
advanced  sufficiently  to  keep  them  whole 
against  the  cost  of  all  they  have  to  buy.  The 
logic  of  this  is  that  every  one  shall  have  dur- 
ing the  war  everything  that  he  had  before, 
which,  as  we  see,  is  physically  impossible.  It 
is  inconsistent  with  the  other  work  we  have 
to  do,  that  we  should  try  to  produce  as  much 
for  private  consumption  as  in  times  of  peace. 

The  high  and  rising  prices  signify  that  we 
are  persistently  trying  to  do  it.  Every  indus- 
try is  striving  to  supply  the  private  demands 
upon  it,  and  reaching  out  for  labor,  coal, 
freight  cars  and  materials  which  the  Govern- 
ment industries  need,  and  doing  so  in  obe- 
dience to  our  private  demands,  expressed  in 
our  purchases. 

Taxation  and  Bonds. 

The  administration's  money-raising  prob- 
lem for  this  fiscal  year  contemplates  practical- 
ly doubling  the  receipts  from  both  taxation 
and  loans ;  that  is  to  say,  it  proposes  to  raise 
approximately  $8,000,000,000  by  taxation  and 
$16,000,000,000  by  loans,  as  against  nearly  $4,- 
000,000,000  by  taxation  and  $8,000,000,000  by 
loans  last  year.  The  new  revenue  bill  reported 
by  the  House  Committee  will  probably  bring 
in  the  $8,000,000,000  by  taxation ;  that  is  com- 
paratively easy  with  a  first  chance  at  the  in- 
come of  the  nation ;  the  important  question  is  in 
what  shape  does  it  leave  the  field  for  the  rais- 
ing of  the  $16,000,000,000  of  loans. 

The  bill  is  planned  to  obtain  the  bulk  of  the 
new  revenue  from  business  profits  and  the 
larger  personal  incomes,  and  it  is  obvious  that 
this  is  levying  upon  the  sources  from  which 
bond  subscriptions  have  largely  come  in  the 
past.  We  shall  not  argue  over  the  advantage 
or  propriety  of  making  the  rich  pay  by 
taxation  instead  of  by  loans ;  that  is  the  point 
upon  which  some  persons  lay  the  chief 
emphasis,  but  to  our  view  the  point  of  chief 
importance  is  the  necessity  for  raising  $24,- 
000.000.000  in  all,  against  a  little  over  $12,- 
000,000,000  last  year.  It  is  evidently  neces- 
sary to  tap  new  sources  of  Treasury  in- 
come, and  this  is  where  the  new  bill  is  weak. 
The  surplus  profits  of  business  and  the  sur- 


plus incomes  of  the  rich  after  the  payment  of 
taxes,  have  been  going  into  the  bonds,  and  will 
now  be  diverted  largely  to  the  other  channel. 
This  will  save  interest,  but  does  not  give  the 
Treasury  more  money  for  this  year's  use.  The 
so-called  luxury  taxes,  and  most  of  the  other 
taxes  are  directed  at  the  same  pocket-books. 
The  levy  of  taxation  is  not  broad  enough  to 
produce  important  revenues  from  new  sources, 
and  if  the  bill  becomes  a  law  in  this  form  the 
undertaking  to  raise  $24,000,000,000  in  the 
year  will  depend  for  success  upon  a  great 
increase  of  bond  subscriptions  from  people  who 
are  practically  exempt  from  taxation. 

The  policy  of  the  bill  reflects  the  fallacy  that 
the  incomes  of  the  rich  if  converted  to  public 
uses  will  solve  all  problems.  The  trouble  with 
this  idea  is  that  the  incomes  of  the  rich  in  the 
main  are  already  applied  to  public  uses;  in 
normal  times  they  go  back  into  industry  and  at 
this  time  they  are  largely  needed  there.  If 
all  the  money  which  the  rich  spend  on  them- 
selves was  turned  into  the  Treasury,  and  all 
of  the  man-power  which  the  rich  employ  for 
their  own  private  support  and  pleasure  was 
released  to  the  Government,  the  results  would 
be  insignificant  compared  with  the  Govern- 
ment's needs  at  this  time. 

The  levy  of  a  few  consumption  taxes  of 
broad  application  would  bring  in  a  large 
amount  of  new  money,  and  so  far  as  it  served 
to  enforce  economy  and  restrict  consumption 
would  also  serve  to  relieve  the  congestion  in 
the  industrial  situation. 

Centralized  Powers  Under  Federal  Reserve  System. 

The  July  number  of  the  Federal  Reserve  Bul- 
letin says  that  three  times  during  the  month  of 
June  the  Board  exercised  its  authority  to  require 
certain  of  the  reserve  banks  to  take  over  short- 
time  paper  from  the  others,  thus,  as  it  says, 
"equalizing  resources."  From  January  1  to  June 
30,  this  year,  such  operations  were  as  follows: 

(In  thousands  of  dollars.) 
Discounted 
Rcdiscountcd  or  sold  by  the  bills  Acceptances 

Federal  Reserve  Bank  of —  rediscounted         sold  Total. 

Boston     18,936  18,936 

New   York 75,816  75,816 

Richmond     21,028               32,830  53,858 

Kansas    Uty    8,530                8,530 

UalUs     5,003                 2,995  7,998 

Tottl     34,561  130,577  165,138 

Penalizing  Efficiency. 

No  one  has  stated  the  fundamental  difference 
between  the  taxation  of  war  profits  and  the 
graduated  taxation  of  profits  upon  invested 
capital  more  clearly  or  concisely  than  Secre- 
tary McAdoo  has  done  in  one  of  his  communi- 
cations to  the  House  Committee  on  Ways  and 
Means.    We  quote  as  follows : 

The  distinction  between  a  war  profits  tax  and  the  excess  profits 
tax  is  not  a  matter  of  form,  but  of  substance.  By  a  war  profits 
lax  we  mean  a  tax  upon  profits  in  excess  of  those  rcilizcd  before 
the  war.  By  an  excess  profits  tax  we  mean  a  tax  upon  profits  in 
excess   of  a    given    return   upon    capital.      The    theory   of  a   war 


profiu  tax  IS  to  tu  profits  due  to  the  war.  The  theory  of  «n 
excess  profits  tax  is  to  tax  profits  over  and  above  a  given  return 
on  capital. 

A  war  profits  tax  finds  its  sanction  in  the  conviction  of  all 
patriotic  men,  of  whatever  economic  or  political  school,  that  no 
one  should  profit  largely  by  the  war.  The  excess  profits  tax  must 
rest  upon  the  wholly  indefensible  notion  that  iV  «  a  function  of 
taxation  to  bring  all  profits  down  to  one  level  with  relation  to 
the  amount  of  capital  invested,  and  to  deprive  indusirv,  fore- 
sight, and  sagacity  of  their  fruits.  The  excess  profits  tax  exempts 
capital  and  burdens  brains,  ability,  and  energy.  The  excess  profits 
tax  falls  less  heavily  on  big  business  than  on  small  business,  be- 
cause big  business  is  generally  overcapitalized  and  small  busi- 
nesses are  often  under-capitalized. 

The  war  profits  tax  would  tax  all  war  profits  at  one  high  rate; 
the  excess  profits  tax  does,  and  for  safety  must,  tax  all  excess 
profiu  at  lower  and  graduated  rates.  Any  graduated  tax  upon 
corporations  is  indefensible  in  theory,  for  corporations  are  only 
aggregations  of  individuals,  and  by  such  a  tax  the  numerous 
small  stockholders  of  a  great  corporation  may  be  taxed  at  a 
higher  rate  than  the  very  wealthy  large  stockliolders  of  a  rela- 
tively smaller  corporation. 

This  is  an  accurate  and  unanswerable  state 
ment,  and  gives  complete  recognition  to  the 
services  and  deserts  of  the  low-cost  producer. 

It  is  true  that  the  Secretary  favors  the  con- 
tinuance of  the  graduated  excess  profits  taxes, 
upon  about  the  present  scale,  but  there  is  justi- 
fication for  this  attitude  in  the  extraordinary- 
emergency  confronting  the  Treasury.  In  the 
midst  of  a  terrible  war,  when  there  is  need  to 
use  all  of  the  available  resources  of  the  country, 
it  is  conceded  that  the  government  must  look 
for  money  where  it  can  be  had,  and  cannot  be 
held  to  strict  theories  of  taxation.  Neverthe- 
less it  is  desirable  that  sound  economic  princi- 
ples shall  be  recognized,  even  though  for  a 
time  it  seems  necessary  to  transgress  them. 
The  country  is  willing,  even  against  its  judg- 
ment, to  accept  in  good  spirit  almost  anything 
in  the  way  of  taxation,  or  business  regulation, 
or  labor  adjustments,  for  the  sake  of  winning 
the  war,  provided  it  is  understood  that  such 
methods  are  adopted  for  the  war  time  only  and 
are  impracticable  as  permanent  working  con- 
ditions. 

The  alarm  that  is  felt  over  some  of  these  in- 
novations is  due  to  the  evident  fact  that  there 
is  an  element  of  the  population,  with  repre- 
sentation in  official  life,  who  would  like  to  take 
advantage  of  present  conditions  to  commit  the 
country  to  policies  which  would  have  no  chance 
of  adoption  in  ordinary  times. 

The  Law  of  Social  Progress. 

The  final  test  for  all  these  innovations  is 
whether  or  not  their  effect  is  "to  deprive  in- 
dustry, foresight  and  sagacity  of  their  fruits." 
If  so,  they  are  not  only  unjust  to  individuals 
but  harmful  to  the  whole  social  body,  because 
they  will  retard  the  natural  progress  in  indus- 
try by  which  the  general  amelioration  of  so- 
ciety is  accomplished. 

The  most  powerful  agency  for  this  progress 
is  individual  ambition  and  initiative.  Men  will 
strive  and  sacrifice  for  the  sake  of  becoming 
forehanded  and  successful  themselves  and  to 
make  the  lot  of  their  children  pleasanter  and 
more  hopeful  than  their  own.  Their  successful 
labors  accomplish  results  not  only  for  them- 
selves but  for  others.     Society  is  carried  for- 


ward by  the  efforts  of  its  individual  members. 
Their  discoveries,  inventions,  devices,  ideas, 
and  achievements  become  the  common  prop- 
erty of  the  community.  Their  individual  gifts 
and  peculiarities,  and  the  stimulus  of  varying  en- 
vironment and  outlook,  enrich  the  common  ex- 
perience and  promote  the  common  progress. 
Society  in  its  proper  desire  to  maintain  equality 
of  opportunity  for  all  must  beware  of  all  that 
class  of  regulations  which  would  restrict  the  op- 
portunities and  deaden  the  initiative  of  all.  The 
best  results  for  the  millions  are  not  to  be  had 
by  a  leveling  process  which  takes  away  the  re- 
wards of  individual  effort,  but  by  policies 
which  foster  and  stimulate  individual  effort  and 
development. 

It  is  common  knowledge  that  in  misgoverned 
countries  like  Turkey,  where  taxation  is  op- 
pressive and  property  holdings  are  insecure, 
there  is  little  enterprise  or  progress,  and  living 
conditions  among  the  masses  are  far  below 
what  they  are  in  lands  where  property  rights 
and  personal  rights  are  alike  carefully  pro- 
tected. It  is  also  true  that  in  the  newer  and 
rapidly  developing  countries,  like  the  United 
States,  where  the  chances  of  individual  ad- 
vancement are  better  than  in  the  older  coun- 
tries, ambition  and  initiative  are  more  com- 
monly displayed  in  the  rank  and  file  of  the 
population  than  in  the  older  countries,  the  peo- 
ple arc  more  receptive  to  new  ideas  and  indus- 
trial progress  is  more  rapid. 

It  is  fundamental  that  the  individual  shall  be 
allowed  to  gather  and  enjoy  the  benefits  which 
result  from  his  own  forethought  and  efforts, 
and  this  is  just  as  true  when  a  man  has  be- 
come a  capitalist  on  a  large  scale  as  when  his 
capital  consisted  of  a  set  of  tools  or  a  quarter 
section  farm.  It  may  have  become  less  impor- 
tant to  him  that  his  efforts  shall  be  stimulated, 
but  it  has  become  of  greater  importance  to  the 
community,  because  his  ability  to  serve  the 
community  has  increased.  He  has  the  means, 
the  experience  and  personal  efficiency  to  accom- 
plish much  more  than  at  the  beginning  of  his 
career,  and  it  does  not  follow  that  he  will  con- 
sume the  benefits  of  his  increased  productive 
capacity,  or  that  his  enjoyment  will  be 
exclusive.  That  is  never  the  case.  Whether 
he  wills  it  or  not,  the  benefits  are  widespread. 

Only  that  portion  of  his  income  which  the  owner 
spends  upon  himself  and  his  dependents  is  de- 
voted to  him  or  them.  All  of  the  rest  is  de- 
voted to  the  public  as  completely  as  though 
the  title  of  ownership  was  in  the  State.  The 
individual  may  toil,  study,  contrive  and  save, 
but  all  that  he  saves  inures  to  others.  He  has 
the  satisfaction  that  comes  with  effort  and 
achievement,  the  sense  of  security  in  his  ad- 
vancing years,  and  of  having  made  provision 
for  loved  ones.  These  are  great  satisfactions ; 
men  will  always  labor  and  sacrifice  for  them, 
but  they  are  purely  subjective  rewards,  which 
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cost  the  community  nothing,  while  furnishing 
the  chief  incentive  for  the  exertions  which 
carry  the  world  forward. 

Ford  in  Mexico. 

It  is  announced  that  Henry  Ford  intends  to 
establish  several  plants  for  the  manufacture  of 
his  tractor  in  Mexico.  The  plans  for  the  first 
one  call  for  the  investment  of  $1,000,000,  and 
Mr.  Ford  states  that  the  profits  from  the  Mex- 
ican business  will  not  be  taken  out  of  Mexico, 
but  invested  for  the  development  of  business 
in  that  country.  This  will  be  good  news  there 
if  the  people  understand  the  benefits  which 
come  from  the  development  of  stable  indus- 
tries. Mr.  Ford  does  not  personally  need  any 
income  from  the  Mexican  plants.  They  will 
be  worth  much  to  Mexico  but  nothing  to  him, 
in  any  material  or  economic  sense.  He  will  be 
gratified  if  they  prosper  and  disappointed  if 
they  do  not,  but  Mexico's  stake  in  the  enter- 
prise is  more  tangible  and  vital.  Of  course 
Mr.  Ford's  policy  in  investing  surplus  profits 
for  the  development  of  other  or  larger  business 
is  the  common  policy  of  business  men.  But 
for  the  profits  of  the  automobile  business  there 
would  be  no  Ford  tractor  plant  in  either 
Mexico  or  the  United  States. 

It  is  pertinent  in  this  connection  to  speculate 
upon  what  the  progress  of  Mexico  would  have 
been  in  the  last  seven  years,  and  especially  in 
the  last  four  years,  if  there  had  been  no  revolu- 
tion, and  order  and  protection  to  industry  and 
investments  had  been  maintained.  The  coun- 
try is  a  storehouse  of  the  raw  materials  needed 
in  industry  the  world  over,  besides  having 
large  capacity  for  food  production.  It  had  in 
1910  a  population  of  15,000,000  people,  lacking 
the  capital  and  industrial  experience  to  utilize 
these  resources  even  for  their  own  use.  The 
people  needed  industrial  organization,  leader- 
ship, and  to  be  supplied  with  equipment.  De- 
velopment was  then  under  way,  millions  of 
foreign  capital  had  been  invested  and  its  in- 
vestment had  created  employment  for  thou- 
sands of  the  Mexican  people.  Wherever  this 
had  occurred  the  condition  of  the  people  was 
rapidly  improving.  Wages  were  advancing, 
schools  were  multiplying,  and  the  standards  of 
living  were  rising.  Nobody  would  say  that  so- 
cial conditions  were  all  that  could  be  desired, 
but  it  meant  much  that  they  were  improving. 

The  war  would  have  given  an  enormous  im- 
petus to  Mexico's  development  There  has 
been  a  world  shortage  of  silver,  copper,  lead, 
oil,  sugar  and  other  products  of  the  country, 
the  output  of  which  might  have  been  greatly 
increased  in  a  state  of  peace.  The  resources 
were  there,  the  labor  supply  was  there,  and 
conditions  were  such  that  capital  would  have 
poured  into  the  country  from  the  United  States 
as  never  before.  There  would  have  been  work 
for  every  man  and  woman  who  could  be  in- 


duced to  work,  and  at  wages  never  before  ap- 
proached in  Mexico.  The  country  would  have 
had  an  industrial  experience  revolutionizing  in 
its  inlluence.  Not  only  would  the  newly-im- 
ported capital  have  established  permanent  in- 
dustries, but  the  profits  of  these  industries 
would  have  been  likewise  invested,  every  dol- 
lar of  capital  creating  new  demands  for  labor. 
The  buying  power  of  the  Mexican  people  would 
have  been  doubled,  thus  opening  new  oppor- 
tunities in  all  the  home  industries  and  stimu- 
lating the  energies  and  faculties  of  the  people. 
Unfortunately,  Mexico  during  the  last  seven 
years  has  been  in  the  throes  of  revolution. 
Destructive  instead  of  constructive  influences 
have  had  sway.  No  doubt  real  grievances  ex- 
isted under  the  old  regime  and  many  partici- 
pated in  the  revolution  from  honest  and  patri- 
otic motives,  but  the  lesson  of  these  seven  years 
of  disorder  is  none  the  less  impressive. 

The  Spread  of  Radicalism. 

There  has  been  much  talk  to  the  effect  that  a 
great  wave  of  socialistic  sentiment  is  likely  to 
sweep  over  all  countries  after  the  war,  reorganiz- 
ing industry,  socializing  wealth,  equalizing  in- 
comes, etc.,  etc.,  but  instead  of  the  world  being 
inoculated  with  radicalism  from  Mexico  and 
Russia,  there  now  seems  to  be  a  much  greater 
probability  that  it  will  be  warned  by  their  fate. 
The  excesses  of  the  French  revolution  had  a 
reactionary  influence  in  other  countries  which 
lasted  for  years,  although  the  uprising  of  the 
French  people  against  the  oppression  they  had 
endured  is  recognized  as  a  great  historic  move- 
ment for  human  liberty. 

There  is  a  great  difference  between  a  co- 
operative attitude  toward  the  natural  evolu- 
tion of  society  and  the  crude  radicalism  which 
has  no  conception  of  the  processes  of  develop- 
ment and  would  reform  society  without  regard 
to  them.  We  may  hope,  indeed,  for  better 
conditions  after  the  war,  because  there  is  rea- 
son to  believe  that  much  will  have  been  learned 
from  the  war-time  experiences  and  that  there- 
fore we  will  have  a  more  efficient  society.  All 
classes  have  something  to  learn,  and  the  most 
important  lesson  for  each  is  to  try  to  see  the 
situation  from  other  viewpoints  than  its  own, 
studying  the  common  interest.  It  is  only  as 
the  common  interest  is  advanced  that  any  class 
can  make  progress. 

Common  Ground. 

The  leaders  and  members  of  the  I.  W.  W.,  to 
the  number  of  100,  who  have  been  on  trial  at 
Chicago  for  conspiring  to  obstruct  the  war  ef- 
forts of  the  national  government  were  prompt- 
ly found  guilty  by  the  jury.  These  people  had 
set  up  a  little  government  of  their  own  which 
they  were  trying  to  make  superior  to  the  Gov- 
ernment at  Washington.  They  profess  devo- 
tion to  democracy,  and  to  be  seeking  to  estab- 


lish  equality  among  men,  but  instead  of  being 
willing  to  submit  their  proposals  to  popular 
judgment  at  the  ballot-box,  where  the  vote  of 
an  I.  W.  W.  will  count  for  precisely  as  much 
as  that  of  any  other  citizen,  their  policy  is  to 
compel  the  adoption  of  their  views  by  acts  of 
disorder.  Their  leading  tenet  is  that  "the  work- 
ing class  and  the  employing  class  have  nothing 
in  common." 

Against  this  revolutionary  doctrine  it  is 
gratifying  to  be  able  to  quote  from  the  Sec- 
retary of  Labor,  the  Hon.  William  B.  Wilson, 
himself  for  many  years  of  his  life  a  coal  miner 
by  occupation,  and  always  active  in  the  official 
circles  of  organized  labor.  Speaking  of  the 
labor  situation  in  this  country  and  particu- 
larly upon  the  I.  W.  W.  agitation,  in  New 
York  City  recently.  Secretary  Wilson  said: 

Labor  and  capital  have  a  mutual  interest,  not  an  identical 
interest,  but  at  least  a  mutual  interest,  in  securing  the  largest 
possible  production  with  a  given  amount  of  labor.  The  more 
there  is  produced  the  more  there  is  to  divide  between  capital 
and  labor. 

One  great  reason  why  the  American  wage  worker  has  been 
.ible  to  maintain  a  higher  standard  of  living  than  the  standard  of 
living  of  wage  workers  anywhere  else  in  toe  world  has  been  be- 
cause of  the  fact  that  the  American  wage  worker  produces  more 
than  anv  other  wage  worker  in  the  world,  notwithstanding  the 
much  advertised  efficiency  of  the  German  workmen. 

If  these  people  had  succeeded  in  impressing  upon  the  workers 
of  the  country  that  philosophy  of  sabotage  and  striking  upon  the 
job,  reducing  production — if  they  had  reduced  production  to  the 
p^int  that  ext<tcd  prior  to  the  introduction  of  machinery — the 
only  thing  that  would  have  resulted  would  have  been  a  lowering 
of  the  sundard  of  living  of  those  who  were  doing  tl'e  actual 
physical  lahnr.  In  the  old  days,  before  the  rebirth  of  the  in- 
ventive genius,  when  everything  was  produced  by  hand,  when 
there  was  a  lower  standard  of  production  than  could  possibly 
come  from  anv  system  of  sabotage  they  could  now  introduce, 
tl  ere  were  still  profits  for  the  employer,  but  the  workers  had  a 
verjr  much  lower  standard  of  living. 

Upon  this  platform  it  is  possible  to  have  co- 
operation among  all  classes  to  forward  the 
common  interests  of  society.  There  is  recog- 
nition of  the  fundamental  fact  that  the  way  to 
improve  social  conditions  is  primarily  by  in- 
creasing production,  and  of  the  further  fact 
that  intelligence,  skill,  organization,  self-denial, 
savings,  capital,  are  factors  in  production  to  be 
recognized  and  rewarded.  When  these  princi- 
ples are  agreed  upon  not  much  is  left  to  con- 
tend over.  It  is  true  that  disagreements  will 
arise  between  wage  earners  and  employers,  as 
disagreements  in  the  business  world  will  al- 
wavs  arise,  but  the  basis  for  agreement  exists 
and  no  basis  for  a  class  conflict  remains.  Ever\' 
dispute  and  policy  is  brought  to  an  agreed 
test^ — the  test  of  its  effect  upon  production — in 
which  they  have  a  mutual,  if  not  identical,  in- 
terest. 

Under  the  division  of  labor  men  distribute 
themselves  in  the  various  occupations  and  ex- 
change products,  because  the  total  product  is 
greater  than  it  could  be  with  each  person  try- 
ing to  supply  all  his  own  wants.  There  may 
bo,  however,  a  degree  of  conflict  between  the 
interests  of  workers  in  different  occupations. 
The  farmers  may  think  that  they  do  not  get 
enough  of  other  products  in  return  for  feeding 
the  community,  the  coal  miners  may  think  they 
do  not  get  enough  for  keeping  it  warm,  or  the 
shoemakers  may  think  they  do  not  get  enough 


for  keeping  it  shod ;  they  may  haggle  and  bar- 
gain about  the  proper  value — relation  between 
wheat,  coal  and  shoes,  but  while  their  in- 
terests are  not  identical  they  have  a  mutual 
interest  that  wheat,  coal  and  shoes  shall  be 
produced  by  the  most  economical  and  efficient 
methods.  This  is  the  situation  as  to  the  whole 
industrial  organization  and  all  the  factors  of  it. 

The  Bond  Market. 

The  outstanding  feature  of  the  bond  market 
for  August  was  the  continued  strength  of  the 
foreign  government  issues.  The  Anglo-French 
bonds,  the  United  Kingdom  issues,  the  Govern- 
ment of  the  French  Republic  5^s,  the  American 
Foreign  Securities  5s,  City  of  Paris  6s,  Bor- 
deaux, Lyons  and  Marseilles  6s,  and  the  Russian 
Government  issues  have  all  sold  at  the  highest 
prices  reached  for  several  months.  The  strength 
of  these  foreign  issues  reflects  investment  buying 
in  large  volume,  much  of  which  is  absorption  of 
the  best  character.  Back  of  this  buying,  of 
course,  is  the  increased  confidence  caused  by  the 
continued  success  of  the  Allied  arms  in  France. 
The  Russian  bonds  have  been  more  directly  af- 
fected by  the  collap.se  of  the  Bolshevik  movement 
and  the  hope  that  German  propaganda  in  Russia 
may  be  checked  and  the  eastern  battlefront  re- 
established by  Allied  forces. 

Another  interesting  feature  of  the  market  has 
been  the  continued  strength  of  the  railroad,  in- 
dustrial and  public  utility  issues  maturing  within 
ten  years  which  have  been  put  out  within  the 
last  few  months.  These  issues  include  the  Union 
Pacific  6s,  Proctor  &  Gamble  Notes,  Bethlehem 
Steel  Notes  and  American  Telephone  &  Tele- 
graph 6s.  Coincident  with  the  strength  of  these 
securities  has  been  the  rapid  and  successful  sale 
of  other  similar  issues  maturing  within  a  few 
years.  These  include  $3,000,000  Graton  & 
Knight  Manufacturing  Company  Serial  7s, 
$6,000,000  Moline  Plow  Company  Serial  7s,  $10,- 
000,000  Duquesne  Light  Company  (Pittsburgh) 
Three  Year  6s,  $5,000,000  American  Cotton  Oil 
Company  One  Year  7s,  and  $2,100,000  Potomac 
Electric  Power  Company  Five  Year  6s.  The 
bankers  who  handled  these  issues  report  not  only 
a  demand  from  institutions  but  widespread  buy- 
ing by  individual  investors  as  well. 

Following  are  other  important  issues: 

13,750,000  Amalgamated  Sugar  Co.  7%  Serial  Bonds  due  August 

I,  1'il9-23  at  prices  to  yield  7.50%  to  7.90%. 
1,750,000  China  Mail   Steamship  Corp.  of  California  7%    Bonds 

due  July  1,  1919-21,  at  prices  to  yield  7'A%. 
6,000,000  Cities  Service  Company  7%    Pehentures  due  January 

1.  196»«  at  102'/S  and  int<-re8t 
1,250,000  East   Bay  Water  Company   6%    Notes  due  August    1, 

1923,  at  98  and  interest,  to  yield  about  6'A%. 
1,500,000  Hydraulic  Power  Co.   of    Niagara    Falls     5%     Bonds 

due  October  1,  1951,  at  89  and  interest,  to  yield 

about   5,75%. 
3,500,000  Hydraulic   Pre«srd   Steel   Co.    7%    Notes   due   Tuly   1, 

1921,  at  97%    and  interest,  to  yield  about  8%. 
1,500,000  Nashville,    Chattanooga    &    St.    Louis    Ry.    5%    Bonds 

due  Aoril   1,   1928,  at  95^i   and  interest,  to  yield 

5.60%. 
1,000,000  Pierce  Pine   line  6%   Notes,  due   1919-1920  at  prices 

to  yield  about  7%  to  7'/%. 
1,250.000  United    Lieht    &    Railways   Co.    7%    Notes   due   April 

1.   1923.  at  96  and  interest,  to  yield  8%. 
1,581,000  West  End  Street  Ry.  7%   Bonds  due  August  1.  1924, 

at  102.45  and  interest,  to  yield  about  6^^%. 


The  municipal  market  during  August  has  been 
in  a  very  confused  state  owing  to  the  discussion 
as  to  taxing  the  income  from  municipal  securi- 
ties. There  are  two  plans  being  considered — 
first,  that  all  new  issues  of  municipal  bonds  ex- 
cept those  issued  for  refunding  purposes  be  made 
taxable.  All  old  outstanding  municipal  issues 
would  retain  their  tax  exempt  privilege  under 
this  plan.  This  suggestion  caused  a  strong  de- 
mand for  municipal  bonds,  especially  of  the 
larger  cities,  United  States  Liberty  iyis.  Federal 
Land  Bank  bonds  and  territorial  bonds.  Second 
came  the  suggestion  that  all  municipal  bonds  be 
classed  for  taxation  purposes  the  same  as  the 
Liberty  4s  and  4%s,  that  is,  exempt  from  normal 
taxes  and  taxable  for  surtaxes.  In  the  opinion 
of  eminent  counsel,  however,  any  tax  upon  the 
income  from  rftate  and  municipal  bonds  would 
be  unconstitutional. 

The  United  States  Liberty  3'/2S  have  sold  as 
high  as  102j4,  a  3.375%  basis,  and  the  Federal 
Land  Bank  5s  have  sold  as  high  as  106j^,  a 
3.65%  basis. 


Following  are  the  most  important  offerings: 

%    3(M.7S0  Buffalo,  New  York,  Ayi%   Bond*,  on  ■  4.50%   buii. 
500,000  ClevclaDd,  Ohio,  5%    bond*,  on  ■  4.625%    UsU. 
303,000  Columbui,  Ohio,  4yi%  Bondi,  on  ■  4.55%  basis. 
1,000,000  EsMx    County,    New   Jeraey,   Tax   Anticipation    Notei, 

on  a  4.40%  baais. 
2,500,000  L.otu>iana    Port    ComniiMian    5%    Bondi,   on   a  4.85% 
baais. 
200.000  Lowell,    Mass.,   Temporary    T.oan,    on    a   4.50%    basis. 
750,000  Milwaoket,  Wiaconsin,  5%   Bonds,  on  a  4.60%  basil. 
1,000,000  Province   of    Manitoba  6%    Debentures,   on   a   6.35% 
basis. 
350,000  Salt  Ulce  City,  Utah.  5%  Bonds,  on  a  4.50%  basis. 
300,000  Seattle,  Washington,  5%    Bonds,  on  a  4.80   %  basis. 
2,500,(100  State  of  Maryland  4H%    Bonds,  on  a  4.35%   basis. 
1,000,000  State  of  Tennessee  4^%    Notes,  on  a  4.35%   basis. 
638,000  Trenton,  New  Jersey,  5%    Bonds,   on  a  4.65%   basis. 

The  average  price  of  40  standard  issues,  as  re- 
ported by  the  Wall  Street  Journal  on  August  28, 
was  82.93,  compared  with  83.19  on  July  28,  and 
89.19  on  August  28,  1917. 

The  Exchanges. 

The  feature  of  the  foreign  exchanges  of  late 
has  been  the  rise  of  Italian  lira.  In  May  the 
lira,  which  has  the  same  par  value  as  the 
franc,  i.  e.,  19.3  cents,  sold  in  this  market  as 
low  as  9.15  to  the  dollar,  but  it  has  risen  to 
6.35.     There   is   always   a   good   demand   for 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  AUGUST  23,  1918. 
(In  Thousands  of  Dollars) 


SE»OXJRC]3S 

Gold  coin  and  certificates 

in  vault.  

Gold  Settlement  Fund 

Gold  with  foreitfu  agencies 

Botm     N.  Y. 

3.2S6     287.040 

79.697      103.553 

4.'«  '       2.011 

Phila. 

279 

48,481 

408 

49.168 

113.780 
5.000 

Clev'd 

22339 

67,788 

525 

Rich'd 

6.280 

27,830 

204 

AUanU 

6,798 

19351 

175 

26324 

27.424 
2.355 

56,003 
434 

Chicago 

29,275 

81,046 

816 

St  Louis 

1.980 

34,032 

233 

36.245 

51.775 
2,6U 

Ifiiprs 

8,425 

11383 

233 

20/Ml 

22.862 
2,415 

45318 

106 

45,424 

64388 

435 

64,723 
122 
926 

KnsCtty 

219 

30,201 

291 

30,711 

48,711 
1,101 

80,.'>23 

402_ 

80.925 

62.489 

129 

Dallas 

6.416 
7,299 

m 

U,919 

13373 

1348 

29,040 
1.182 

30322 

42.917 

634 

S-Fr-sco 

12.725 

42,499 

321 

Total 

385,072 

553,060 

5.829 

Total  sold  held  by  banks 
Gold  with  Federal  Reserve 

AseoU 

Gold  Redemption  Fund. . . 

83,401 

60.185 
4.070 

392,604 

277,893 
IS.CflO 

90,652 

126,174 
1,007 

217333 
320 

34314 

38,278 
924 

111,137 

156,622 
4,511 

272370 
1372 

274,142 

209.629 

14,714 

55,545 

81.190 
81 

136316 
185 

943361 

1.018,767 
40323 

Total  Bold  reserves. . 

Lesal  tender  notes.  Silver, 

etc 

147,656 
2J44 

150.000 
67.414 
26.440^ 

93.854 

942 

1,416 

685,497 
43.231 

167,948 
730 

73,516 
802 

90.631 
607 

91.238 

47,697 

1.92S 

2,003351 
52.215 

Total  Reser\-cs 

Bills  discounted.  Members 
Bills  bouehtinupenmark't 

728.728 
552.409 
J2iJ276_ 

677,685 

1,453 

I0,1U 

168,678 

85.183 

_11^035^ 

96,218 

IMS 

1,210 

218,153 
82.512 
26.111_ 

108,623 
2,560 
1,695 

74318 

56367 

5338 

62,155 
1,233 
1,510 

56,437 

46,965 

3.122^ 

50,087 

625 

991 
62 

137.001 

75.725 
21.117 

2,055.266 

1393.795 

236326 

Total  bills  on  band.. 

U.  S.  Govemm't  long-term 

securities.  

224,343 
4309 
2,112 

49,622 

1.153 

321 

62.618 
8,871 
1339 

43351 

4347 

901 

96342 
3.461 
1,000 

b  1.630321 
30,624 

U.S.  Oovernm'tshort-term 
securities.      

23,479 

All  other  earning  assets. . . 

62 

Total  Earaing  Assets 

Uncollected  Items  'deduct 

from  gross  deposiU).... 

UreUemptionfund  against 

96,212 
40333 

771 

689,296 

145,515 

74 
1,856 

98,776 
71341 

so 

1.623 

112.878 
47,742 

677 

64398 
38332 

779 

51,765 

27362 

19 
749 

230,964 

82364 

200 
1,160 

51,096 
38339 

552_ 
181.725 

65,771 
10,783 

209 

72,728 

50323 

394 
908 

48,799 

16336 

137 
6S4 

96.348 

101303 

31,613 

84 
1356 

1,684.486 

601,983 

958 

All  other  resources 

11394 

TOTAL  RESOURCES 

287,916 

1365,469 

340,468 

379,450 

8,703 

20,854 

108363 
39,078 

160 

178,227 

136,532 

588330 

122,187 

205478 

271357 

4353387 

LIAUILITIE.^ 

Capital  I'aidin 

6,492 

75 

21,059 

89.839 
34,088 

20,017 

649 

19^79 

643.645 
113354 

108.002 

7,151 

13.628 

82.559 
55.041 

3,921 
116 

6,676 

46,225 
32,111 

3,114 

40 

9,655 

37.581 
22,501 

11 

10,693 

216 

26,941 

191.793 
47353 

1,272 

3.687 

9,975 

54.758 
30,176 

120 

2364 

38 

1,733 

36369 
19,393 

3« 

3345 

li.181 

68.319 
26,690 

3,050 

9,576 

30321 
11,621 

3 

4313 

22,470 

69,708 
19,341 

2,993 

114312 

149318 

1.425 
1,689 

77.750 

Surplus 

1. 134 

Government  Deposits..... 
Due  to  members -resenre 

173.027 
1.459.480 

rollection  Items. 

Other  deposiUincld'gFor. 
Uovemment  credits. .... 

450,947 
112397 

Total  Gross  Deposits. . . . 
F.  R.  Notes  in  actual  circu- 
lation  

144,986 
134,157 

884,280 
649,650 

151,228 

180,426 

258 

1.405 

168.455 
200,159 

2,133 

85,012 
87,767 

1,411 

69,748 

62,722 

110 
798 

267359 

302,269 

4316 
3377 

95.029 
8132S 

1.184 

57331 
60,607 

1,147 

106.190 

85  958 

7.820 
1.965 

61321 

38,079 

2,691 
1.007 

2,196,031 
s  2.032,837 

F.  R.  Bank  Notes  In  eircu- 

latinn.  nc4  liability 

All  other  UablllUes. 

2.206 
287.916 

344 

10.529 

i6.ef>4 

29. -J.-.  I 

TOTAL  LIABILITIES 

1,565.469 

340,468  1  379.450 

178,227 

136.532 

588330 

I81.72S . 

122,187 

206,478 

96.348 

271,357 

4.353.Sfc7 

(a)  Total  Reserve  notes  in  circulation,  2,032337. 

(b)  Bills  discounted  and  bought:  U.  S.  Government  abort  term  aecurities; 
31-60  days  228417:  61    90  days  217.249;  over  90  days  35369.    ToUl  1 
Ratio  of  gold  reservey  to  net  deposit  and  Federal  Reserve  note 
and  Federal  Reserve  note  liabilities  combined  73.7)1. 


municipal  warrants,  etc:  1—15  days  1,011.637:  l»-30  days  160,570 ; 
.653.862. 
liabilities  combined  S&Ti.    Ratio  of  total  reserves  to  net  deposit 
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Italian  exchange  in  this  market  from  our 
Italian  population  wishing  to  make  remit- 
tances to  Italy,  but  heavy  merchandise  pur- 
chases in  this  country  and  offerings  of  Italian 
drafts  by  South  America,  Paris  and  London 
had  created  a  larger  supply  of  exchange  than 
could  be  absorbed.  By  concentrating  all  trad- 
ing in  an  official  bureau  here  and  regulating 
the  outside  offerings,  with  the  help  of  loans 
granted  to  the  Italian  government  by  Wash- 
ington, the  situation  has  been  brought  under 
control.  French  francs  have  also  improved 
from  about  5.70  in  May  to  5.55,  a  movement 
doubtless  assisted  by  the  disbursements  on 
account  of  our  Army  and  Red  Cross  in  France. 
On  the  other  hand  Swiss  francs,  which  have 
the  same  par  value,  have  declined  from  3.90 
to  the  dollar  in  May  to  4.30.  The  Spanish 
peseta,  also  worth  nominally  19.3  cents  but  for 
many  years  before  the  war  a  cent  or  two  be- 
low par,  was  up  to  28  cents  in  May  and  is  now 
down  to  about  23.7.  Although  all  of  these 
quotations  are  nearer  par  than  they  have  been 
before  this  year  they  still  show  a  sad  state 
of  confusion. 

Reports  are  current  that  a  large  credit  has 
been  negotiated  by  this  Government  in  Ma- 
drid, which  will  steady  that  situation,  and 
negotiations  are  pending  with  Argentina,  Uru- 
guay, Chili,  Peru,  Bolivia  and  perhaps  other 
South  American  governments,  looking  to  the 
granting  of  credits  to  enable  our  importers 
to  settle  their  debts  in  those  countries. 

In  view  of  the  appeals  which  our  Govern- 
ment is  making  to  Spain,  South  American 
countries  and  elsewhere,  on  the  score  of  trade 
relations,  international  comity,  etc.,  for  credits 
to  facilitate  our  intercourse  with  them,  it 
seems  a  little  strange  that  we  do  nothing  for 
the  relief  of  our  good  neighbor,  Canada,  who 
is  in  precisely  the  same  position  in  her  rela- 
tions with  us.  Canada  has  been  buying  heav- 
ily of  us,  largely  of  raw  materials  which  have 
entered  into  war  work,  and  the  balance  of 
trade  is  in  favor  of  the  United  States  to  such 
an  extent  that  since  last  spring  New  York  ex- 
change has  been  at  a  premium  of  about  2  per 
cent,  in  all  Canadian  cities.  The  Canadian  gov- 
ernment maintains  an  embargo  upon  the  ex- 
portation of  gold,  as  our  own  government  does, 
and  so  Canadians  who  have  payments  to  make 
in  the  United  States  are  without  the  ordinary 
facilities.  They  must  offer  somebody  an  in- 
ducement to  create  the  facilities,  and  it  costs 
about  $2  on  every  $100  for  them  to  make  a 
payment  across  the  boundary.  The  Prime 
Minister  and  Minister  of  Finance  have  made 
several  trips  to  Washington  about  it,  and  have 
doubtless  urged  every  argument  which  our 
own  government  has  offered  on  our  own  be- 
half to  Argentina,  Chili  and  Spain.  The  Cana- 
dian case  is  really  a  much  stronger  one,  for,  in 
the  first  place,  Canada  is  fighting  by  our  side, 
and  whatever  we  can  do  to  help  her  bear  the 


strain  under  which  she  is  laboring  will  help 
win  the  war ;  but,  further  than  that,  our  busi- 
ness relations  with  Canada  are  more  impor- 
tant than  with  any  other  country.  New  York 
is  the  natural  headquarters  for  this  continent 
and  Canada's  surplus  funds  are  usually  em- 
ployed in  this  market.  These  relationships  in- 
volve obligations.  It  is  hardly  too  much  to 
say  that  we  should  be  as  interested  in  facili- 
tating financial  relations  with  Canada  as  be- 
tween different  sections  of  this  country.  As  a 
means  of  correcting  the  situation  the  Canadian 
government  has  felt  obliged  to  take  steps  re- 
stricting importations  from  this  country. 

The  situation  in  no  sense  reflects  upon  Can- 
ada. She  has  a  large  balance  in  her  favor  on 
her  total  foreign  trade,  and  on  her  trade  with 
England,  but  she  has  imported  much  more 
from  the  United  States  than  from  other  coun- 
tries, and  in  the  disordered  state  of  the  ex- 
changes is  unable  to  convert  her  credits  else- 
where into  credits  in  our  markets.  The  rem- 
edy would  seem  to  be  either  in  having  Eng- 
land borrow  for  Canada  at  Washington  or 
for  Washington  to  lend  direct  to  Canada  as 
it  does  to  Italy,  Belgium,  France  and  other  al- 
lies. And,  finally,  as  considerate  treatment  of 
our  best  customer,  and  for  our  mutual  advan- 
tage, why  should  we  not  do  it?  This  seems  to 
be  a  peculiarly  opportune  time  to  reflect  upon 
the  excellencies  of  the  Golden  Rule. 

Discount  Rates. 

Discount  rates  of  each  Federal  tUser-ve  Bank  approved  by 
the  Federal  Reserve  Board  up  to  August  30,  1918. 


RiSSRVS 

Bank, 


Boston 

New  York*.. 
Pbiladelpbia 
Cleveland... 
Richmond... 

Atlanta 

Chicaeo 

St.  Louis 

Minneapolis. 
Kansas  City  . 

Dallas 

S'nFrancisco 


M  ATURITI  ES. 


Discounts. 


9 

Hi 
m 


16 

lo  60 

■layt. 

to- 

duiire 


4 
4 
4 

4^ 

4 

4 

4 
4 

4K 
4 


4K 

4K 
4« 
4>i 
4K 
5« 
4K 
5 


61 
lo  90 
days, 

lo- 
clDsire 


Is 


i 
r^ 

4K 

4K 

4K 

5 

55f 

5 

5 


5 

5 
5 

y< 

5 

5« 
i'A 

5« 

Hi 


Secured  bx  U.  S. 

certificales  of  in- 

defotedneu  or 

Liberty  Loan  bonds 

~  S3  rf   16lo90 
;g8|i     d.y.. 

hi 


4 

4 

4 

4 

^Va 

4 

4 

4 

4 

*y. 

4 

45< 


45f 
4« 

4K 
i% 
4K 
4K 

*K 
45f 
4K 

4K 


Trade 

Accepaocea. 


Ito 

60 
days. 

in- 
dusiye 


4% 
i% 
4H 
i% 
iH 
Hi 
iH 
i'A 
i% 
4K 

iy> 


61  to 

90 
days, 

in- 
clusive 


4M 
4« 
*ii 
*K 
4;^ 
i% 
i% 
4'A 

ty* 

4M 
4K 


•Rate  of  Sto  i'i  percent  for  1-day  discounts  in  connection  with 
the  loan  operations  of  the  GoiremmenL 

Note  I .  -Acceptances  purchased  in  open  market,  minimum  rate 
4  per  cent 

Note  2.— Rates  for  commodity  paper  have  been  merged  with 
those  for  commercial  paper  of  correspondine  maturities. 

Note  3.— In  case  the  eo-day  trade  acceptance  rate  is  higher  than 
the  15-day  discount  rate,  trpde  acceptances  maturincwitliin  15  days 
will  be  taken  at  the  lower  rate. 

Note  4-— Whenever  application  is  made  by  member  banks  lor 
renewal  of  15-d.Ty  paper,  the  Federal  Reserve  banks  may  chargfe  a 
rate  not  exceedine  that  for  90-day  paper  of  the  same  class. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


"City  DanK  Service." 


Federal  Tax  on 
Capital  Stock 


EVERY  corporation  (foreign  or  domestic)  doing  business 
in  the  United  States  (and  not  specifically  exempted) 
is  required  to  file  with  the  Collector  of  Internal  Reve- 
nue for  its  district,  on  or  before  September  30,  a  Capital 
Stock  report  for  purposes  of  taxation. 

We  have  issued  a  booklet  containing  the  revised  regulations 
governing  this  taxation.  A  copy  of  the  booklet  and  of  Tax 
Return  Form  707  (for  domestic  corporations)  or  708  (for 
foreign  corporations)  will  be  sent  on  request  for  B-69. 

The  services  of  our  Tax  Department 
in  the  solving  of  any  taxation  problem 
may    be    commanded    without    charge. 


The  National  City  Company 

National  Cily  Bank  Building,  New  York 


CORRESPONDENT  OFnCES 


AUAHT,  N.   Y. 

Ten  Eyck  Bldg. 

Atlamta,  Ga. 

Trust  Co.  of  Georgia  Bldg. 

Baltihoce,  Md. 

Mtinaey  Bldg. 

Boston,  Mass. 

10  Sute  S^ 

Buffalo,   N.   Y. 

Marine  Bank  Bldg. 

Cbicaoo,  Ilu 

137  So.  La  Salle  St. 

CiKciXMATi,   Ohio 

Fourth  Natl.   Bank   Bldg. 


Uaytoh,  Ohio 

Mutual  Home  Bldg. 

Denvm,  Co\jo. 

718  17th  St. 

Detsoit,  Mich. 

147  Griswold  St. 

Hartford,  Cohh. 

Conn.  Mutual  Bldg. 

Indianapolis,  Ind. 

Fletcher  Sav.  &  Tr.  Bldg. 

Kansas  City,  Mo. 

Republic  Bldg. 

I.OS  Angeles,  Cal. 

Hibernian   ISldg. 


Cleveland,  Ohio 
Guardian  Bldg. 

London,  Enc.    36, 


Minneapolis,  Min.<<. 

McKnight  Bldg. 

Newark,   N.   J. 

790  Broad   St. 

New  Orleans,  La. 

301  Baronne  St. 

Philadelphia,  Pa. 

1421  Chestnut  St. 

Pittsburgh,  Pa. 

Farmers  Bank  Bldg. 

Portland,  Me. 

396  Congress  St. 

Portland,  Ore. 

Railway  Exchange  Bldg. 


Providence,   R.   I. 
Industrial  Trust  Bldg. 
Bishopsgate,  E.  C.  2 


Richmond,  Va. 

1214  Mutual  Bldg. 

San   Francisco,  Cal. 

424  California  St. 

Seattle,  Wash. 

Hoge  Bldg. 

Springfield,  Mass. 

3rd  Natl.  Bank  Bldg. 

St.  Louis,  Mo. 

Dank  of  Commerce  Bldg. 

Washington,  D.  C. 

741  15th  St.  N.  W. 

Wilkes-Barrr    Pa. 

Miners  Bank  Bldg. 
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Fourth  Liberty  Lx)aii. 

THE  Fourth  Liberty  Loan  offering  is 
for  $6,000,000,000,  the  largest  loan 
ever  prof>osed.  The  interest  rate  is 
the  same  as  upon  the  Third  Loan,  4j4 
per  cent.  The  bonds  will  mature  on 
October  15,  1938,  but  the  United  States  has  the 
option  of  payment  on  and  after  October  15, 
1933.  A  special  feature  is  an  exemption  of  the 
income  from  these  bonds  up  to  $30,000  in  the 
hands  of  one  holder  from  surtaxes  and  excess 
profits  and  war  profits  taxes,  until  two  years 
after  the  end  of  the  war.  Furthermore,  a  tax- 
payer who  subscribes  for  $30,000  of  these  bonds 
and  still  holds  them  at  the  time  of  making  his 
income  return  will  also  be  granted  a  similar  ex- 
emption upon  the  income  from  $45,000  of  the 
Second  and  Third  loans,  and  subscribers  in  lesser 
amounts  will  be  granted  a  like  proportionate  ex- , 
emption.  The  selling  campaign  began  on  Sep- 
tember 28  and  will  close  on  October  19.  The 
allotment  by  Federal  Reserve  Districts  is  as 
follows : 

District                                                    Per  cent.  Amount. 

BoMon     8.33  1-3  t    500,000,000 

New  York    30.00  1,800,000,000 

Philadelphia     8.33  1-3  500,000,000 

Cleveland     10.00  600,000  000 

Richmond   4.66  2-3  280,000,000 

Atlanta     3.20  192,000,000 

Chicago     14.50  870,000.000 

St    Louis    4.33  1-3  260.000,000 

Minneapolis     3.50  210,000,000 

Kanias    City    4.33  1-3  260,000,000 

Dalla*     ■. 2.10  126,000,000 

San    Francisco    6.70  402,000,000 

Total     100.00  16,000,000,000 

The  allotment  is  in  slightly  different  propor- 
tions from  that  of  the  Third  Loan,  the  Treasury 
having  taken  account  of  financial  conditions  in 
the  several  sections. 

In  many  localities  the  organization  for  taking 
subscriptions  was  well  under  way  before  the 
formal  opening,  and  "over  the  top"  announce- 
ments are  expected  earlier  than  heretofore.  The 
offering  is  not  only  double  that  of  the  Third  loan, 
but  the  task  is  made  more  difficult  by  the  pros- 
pective doubling  of  taxes,  which  lessens  the 
ability  of  the  class  from  whom  large  subscrip- 
tions must  come.  Nevertheless,  there  is  general 
confidence  about  the  outcome.  With  the  boys 
winning  victories  as  they  are  in  France,  there 
must  be  no  shrinking  from  the  task  to  be  per- 
formed at  home. 


Economic  Conditions 
Governmental  Finance 
United  States  Securities 


New  York,  October,  1918. 

We  have  always  maintained  that  the  country 
could  pay  for  all  the  work  it  could  do.  Before 
it  can  do  any  war  work  it  must  necessarily  pro- 
vide for  its  own  essential  wants.  The  work  done 
for  the  Government  is  all  beyond  and  outside  of 
the  work  which  is  necessary  to  feed,  clothe  and 
care  for  our  people.  In  other  words  it  repre- 
sents surplus  income,  and  as  surplus  income  we 
can  take  it  in  the  Government's  promises  to  pay 
at  a  future  date.  The  problem  is  only  that  of 
gathering  up  our  resources. 

Taxation. 


The  new  revenue  bill  to  provide  $8,000,000,- 
000,  having  passed  the  House  is  now  under  con- 
sideration in  the  Senate  Committee.  It  is  not 
supposed  that  the  amount  sought  to  be  raised 
will  be  lowered  or  that  personal  income  taxes 
will  be  materially  altered.  Strong  representa- 
tions will  be  made  for  some  modification  of  the 
taxes  upon  business  profits.  The  objections  to 
the  proposed  taxes  of  this  class  are,  in  brief,  that 
the  nominal  profits  of  business  concerns  at  this 
time  do  not  exist  in  cash  and  cannot  be  withdrawn 
to  the  extent  required  without  liquidating  and 
curtailing  the  operations  of  the  companies  to  a 
serious  degree.  The  high  cost  of  labor  and 
materials,  increased  freight  charges  and  other 
expenses  require  so  much  more  capital  that  even 
where  the  apparent  profits  are  large  they  cannot 
be  spared  and  in  many  instances  resort  must  be 
had  to  borrowing. 

Furthermore,  there  is  earnest  representation 
that  these  book  profits  are  to  a  great  extent 
illusory,  and  will  never  be  realized.  They  are 
largely  accounted  for  in  the  inventories  of  ma- 
terials on  hand,  valued  at  cost  or  present  market 
prices,  and  are  in  fact  assets  of  very  uncertain 
value.  Sooner  or  later  all  of  these  inventories 
must  be  marked  down,  and  when  this  is  done  the 
profits  now  shown  on  the  books  will  largely  dis- 
appear. 

Instances  are  not  uncommon  where  companies 
will  have  trouble  in  borrowing  the  money  re- 
quired to  pay  their  taxes,  for  bankers  are  fully 
aware  of  the  doubtful  character  of  the  profits 
in  sight  and  have  no  inclination  to  discount 
them. 


Those  desiring  this  Bulletin  sent  them  regularly  will  receive  it  without  charge  upon  application 


These  are  ionics  when  taxes  of  necessity  must 
be  heavy,  and  it  is  worse  than  useless  to  utter 
complaints  merely  because  they  are  heavy,  but 
all  the  more  care  should  be  exercised  that  taxa- 
tion shall  not  be  unjust.  A  tax  that  is  fully  jus- 
tified when  levied  upon  profits  actually  realized 
may  be  very  unfair  if  imposed  upon  book  profits 
which  are  calculated  upon  materials  in  stock  at 
present  prices.  Men  do  not  expect  to  go  out  of 
business  in  order  to  realize  these  profits  for  the 
purpose  of  paying  taxes,  and  it  is  not  to  the  pub- 
lic adv.nntaRe  that  they  shall  do  so.  Men  go  on 
with  their  business  even  when  they  know  that  a 
freat  shrinkage  of  values  is  inevitable,  but  some 
lecognition  of  the  ephemeral  character  of  book 
profits  at  present  should  be  given  in  levying 
taxes  on  them. 

Provision  is  made  for  amortizing  the  value  of 
buildings  erected  especially  for  war  purposes, 
and  it  does  not  seem  impossible  to  arrange  for 
reasonable  reservations  to  provide  for  the  shrink- 
age of  inventory  values,  such  reservations  to  be 
finally  accounted  for  at  a  later  date. 

Uncertain  Profits. 

The  Ameiican  Smelting  and  Refinmg  Com- 
pany in  one  of  the  companies  that  figured  con- 
spicuously last  year  in  the  list  of  companies  said 
by  the  advocates  of  extreme  taxation  to  be  mak- 
ing extravagant  profits.  It  was  named  in  the  re- 
port of  the  Federal  Trade  Commission  upon 
Profiteering.  This  company  paid  6  per  cent,  di- 
vidends on  its  common  stock  last  year,  and,  ac- 
cording to  its  statement  just  issued,  in  the  first 
six  months  of  1918  barely  earned  the  3  per  cent, 
necessary  to  maintain  the  dividend.  The  surplus 
of  last  year  all  went  into  the  business,  and 
largely,  according  to  the  President's  report,  into 
extensions  necessary  for  the  handling  of  war 
business,  but  which  othervi'ise  will  be  a  dead  in- 
vestment for  some  time  to  come.  Stockholders 
have  had  no  more  than  6  per  cent.  Cost  and 
inventories  are  now  on  a  high  level,  and  the 
$100  shares  are  selling  at  $78. 

We  are  in  receipt  of  a  letter  from  an  important 
company  which  sets  forth  one  objectionable  fea- 
ture of  the  bill  as  it  has  passed  the  House,  as 
follows : 

A  point  which  we  would  like  to  brinif  to  the  attention  of 
your  Tux  Depurtinent  will  lie  of  extreme  Imiiortance  to 
Toar  cuitoniera  In  the  niiiuufnctiirlnK  line,  althouRb  it  haa 
no  partlpulnr  beurlni;  on  the  biialnesa  of  n  bank.  The  1017 
law  <llatinrtly  seta  aaiile  dlvldemla  received  by  an  Indi- 
vidual aci-ordlnir  to  the  vear  In  which  the  dividends  were 
earned.  It  Is  the  practice  of  many  corporations  In  tha 
loanufacturliiR  line  to  wait  until  the  end  of  the  year  to 
determine  the  amount  of  their  proflta.  becnnse  of  the  un- 
certainties of  bnslnesK,  and  the  result  la  that  ninny  of  them 
declare  their  dividends  in  .Tanuary  after  closlnc  Iheir  booka 
for  the  precedlnR  year.  The  pronoHcd  law  InMlcates  that 
this  plan  will  be  abnliahed  and  therefore  the  effect  on  the 
iocome  of  the  Individual  la  to  make  him  pay  the  Immensely 
trcreasad  tax  on  the  basis  of  the  11)18  law  for  the  dividends 
raeclved  In  January  on  1917  bUKlness. 

Furthermore,  many  IndWlduala  have  set  aside  a  reserve 
to  pajr  their  tax  for  this  HUT  profit  on  the  basis  of  the 
IBIT  law.  and  It  will  be  a  hardshin  for  them  to  pay  double 
this  imount  if  the  new  law  la  parmlttad  to  pass  without 
tha  sama  provision  belnir  held  for  tha  allocation  of  dtvl- 
danda  that  was  applied   In   tha  1917  law. 


Inflation. 

The  effects  of  inflation  have  been  visible  for 
some  time  in  wages  and  the  prices  of  commodi- 
ties, but  not  in  the  prices  of  securities  or  of  real 
estate.  This  fact  is  the  subject  of  much  inquiry 
and  comment.  If  inflation  is  a  factor  of  gen- 
eral import,  as  it  is  supposed  to  be,  affecting  the 
purchasing  power  of  money,  why  doesn't  it  show 
in  the  prices  of  bonds  and  stocks  and  of  real 
estate?  What  is  modifying  or  retarding  its  in- 
fluence in  these  quarters,  and  will  its  effects  ap- 
pear in  these  prices  later? 

Defining  Inflation. 

As  the  first  step  toward  any  discussion  of  in- 
flation it  is  necessary  to  have  an  understanding 
of  the  term.  Some  persons  apply  it  only  to  an 
undue  expansion  of  paper  currency,  but  an  ex- 
pansion of  bank  loans  and  deposits  has  the  same 
effect,  since  checks  are  now  the  common  me- 
dium of  payments.  Others  in  referring  to  in- 
flation have  !n  mind  a  general  state  of  abnorm- 
ally high  prices  incidental  to  great  industrial 
activity,  whatever  the  primary  cause  may  have 
been.  Many  people  argue  that  the  inflation  of 
credits  at  this  time  is  wholly  the  result  of  the 
war  demands,  but  they  take  no  account  of  the 
part  played  by  an  increased  supply  of  credit  or 
money  in  facilitating  the  demands.  In  time  of 
peace  a  country's  industries  are  occupied  in  sup- 
plying its  consumptive  wants  and  in  construc- 
tion work  to  enlarge  its  powers  of  production. 
If,  when  a  country  goes  to  war,  it  would  cur- 
tail these  accustomed  demands  enough  to  offset 
the  new  war  demands,  there  would  be  no  rise  of 
prices.  But  people  do  not  curtail  their  accus- 
tomed demands  to  any  such  extent.  They  go  on 
trying  to  buy  and  consume  as  usual,  and  since 
there  is  not  labor  enough  to  do  everything,  em- 
ployers raise  wages  to  get  labor  away  from  each 
other,  and  all  prices  and  costs  rise.  More  credit 
is  required  to  handle  all  business  under  these 
conditions,  bin  whatever  amount  of  credit  is  sup- 
plied is  quickly  absorbed,  because  the  bidding 
for  labor  and  materials  continues.  In  short,  each 
new  supply  of  credit  finances  a  further  rise  of 
prices,  because  costs  and  prices  follow  each  other 
around  a  circle. 

It  is  this  relation  of  credit  to  price  inflation 
that  we  are  now  discussing.  The  prevalent 
idea  seems  to  be  that  since  an  undue  expan- 
sion of  the  medium  of  exchange  has  the  effect  of 
diluting  and  depreciating  it,  the  depreciation 
should  be  the  same  in  relation  to  all  kinds  of 
property.  This  is  not  the  effect,  for  the  simple 
reason  that  there  is  not  an  equal  demand  for  all 
kinds  of  property.  In  other  words,  the  depre- 
ciation of  the  currency,  or  purchasing  agency, 
does  not  occur  simply  as  a  result  of  increasing 
quantity,  but  from  increasing  competitive  efforts 
to  exchange  it  for  something  else.  If  there  was 
no  attempt  to  use  enlarged  purchasing  facilities 
there  would  be  no  effect  upon  prices.    There  is 


no  abstract  calculation  or  measurement  of  values, 
but  an  ordinary  operation  of  the  law  of  supply 
and  demand.  A  greater  relative  supply  of  cur- 
rency, accompanied  by  strenuous  efforts  to  ex- 
change it  for  certain  things  which  are  of  im- 
mediate importance,  causes  the  currency  to  lose 
purchasing  power  with  relation  to  those  things. 

War  the  Primary  Cause. 

The  primary  cause  of  this  great  rise  of  wages 
and  prices  of  course  is  the  war.  It  has  taken 
millions  of  men  from  the  industries  and  set  up 
an  enormous  demand  for  the  war  supplies.  It 
has  given  an  abnormal  value  to  everything  that 
can  be  made  serviceable  for  war  purposes  or 
that  supplies  immediate  needs.  There  is  a  stren- 
uous effort  to  expand  the  production  of  these 
necessary  supplies.  All  energies  are  directed 
into  this  channel.  In  the  endeavor  to  accom- 
plish tliis  expansion  along  certain  lines  an  ex- 
pansion of  credit  occurs,  but  the  use  and  influ- 
ence of  tliis  credit  is  closely  confined  to  these 
lines.  Indeed  the  expansion  of  credit  in  part  re- 
sults from  efforts  to  transfer  capital  from  other 
lines.  Owners  mortgage  or  sell  out  fixed  in- 
vestments in  other  kinds  of  property  at  a  sacri- 
fice for  the  purpose  of  converting  their  capital 
into  war  uses.  They  sell  municipal  bonds,  rail- 
way bonds,  stocks,  real  estate,  etc.,  in  order  to 
buy  Government  offerings  or  to  supply  capital  to 
the  war  indu.stries. 

A  few  stocks  have  gained  in  market  value  be- 
cause the  financial  condition  of  the  companies 
has  improved,  but  as  a  rule,  market  gains  do  not 
equal  the  gains  in  assets.  One  reason  for  this 
probably  is  that  uncertainty  hangs  over  the  pros- 
pects for  business  after  the  war,  but  another  is 
that  the  investing  power  of  the  country  is  being 
directed  into  other  channels.  Formal  notice  has 
been  given  to  the  New  York  Stock  Exchange 
that  credit  expansion  for  the  purpose  of  stock 
purchases  will  not  be  permitted,  but  even  before 
this  notice  was  given  borrowing  upon  stocks  had 
been  voluntarily  reduced  to  a  point  much  below 
normal. 

Real  estate  does  not  feci  the  expansion  of 
credit  because  almost  none  of  the  new  credit  is 
being  used  for  the  purchase  of  real  estate.  No- 
body wants  vacant,  unproductive  real  estate  at 
a  time  when  the  cost  of  improvements  is  dou- 
ble that  of  normal  times.  Real  estate  feels  the 
stimulus  only  if  within  the  field  of  war  activi- 
ties; otherwise  it  is  depressed  by  the  lack  of  de- 
mand and  the  efforts  to  convert  such  property 
into  cash  for  investment  in  other  fields. 

Wni  stocks  Feel  Inflation. 

How  long  will  this  condition  exist?  When 
may  a  tendency  to  equalize  the  effects  of  infla- 
tion he  expected  to  develop? 

The  answer  is  that  there  is  no  certainty  that 
the  effects  of  inflstinn  will  reach  stocks.  That 
is  to  say.  general  deflation  may  come  before  the 
effects  of  inflation  reach  stocks.  It  depends  upon 
conditions  after  the  war. 


When  the  war  comes  to  an  end  and  offerings 
of  Government  bonds  cease,  undoubtedly  the  sit- 
uation will  change,  but  so  many  changes  will  oc- 
cur that  it  is  not  safe  to  predict  what  the  result 
will  be. 

If  industrial  activity  and  earnings  continue 
as  at  present  after  the  Treasury  drops  out  of  the 
market  as  a  borrower,  it  is  safe  to  predict  that 
capital  will  flow  into  the  general  investment  mar- 
ket, and  stocks,  bonds,  securities  and  real  estate 
will  receive  their  normal  share  of  attention,  and 
benefit  accordingly,  but  this  is  assuming  the  very 
conditions  about  which  there  is  uncertainty. 

Stocks  represent  proprietary  interests  in  com- 
panies whose  assets  consist  of  land,  buildings, 
machinery,  materials,  goods,  etc.  If  labor  costs 
were  established  on  the  present  level  to  stay,  it 
would  be  impossible  to  duplicate  these  proper- 
ties except  with  a  much  higher  capitalization  than 
they  have,  and  this  fact  would  naturally  raise 
their  capital  value  and  thus  bring  about  higher 
prices  for  the  certificates  of  ownership.  This  is 
the  method  by  which  logically  the  effects  of  in- 
flation would  spread  to  stocks.  But  labor  costs 
probably  will  decline  after  the  war,  and  it  is 
also  to  be  considered  that  in  many  lines  a  large 
increase  of  capacity  has  been  developed  during 
the  war  and  costs  written  off  out  of  war  profits. 
It  is  not  probable,  therefore,  that  the  high  costs 
of  duplicating  existing  plants  will  be  a  present 
influence  after  the  war. 

Industrial  Conditions  Will  Oovem  Prices. 

To  sum  up  the  status  of  stocks,  securities,  real 
estate,  and  such  other  forms  of  property  as  have 
not  shown  the  influence  of  credit  inflation,  the 
explanation  is  that  credit  inflation  acts  upon 
prices  only  as  it  increases  demand,  and  in  the 
instances  named  the  demand  has  not  been  in- 
creased. On  the  contrary,  the  expansion  of  cre- 
dit is  itself  a  symptom  of  a  general  effort  to  con- 
vert, pledge  or  subordinate  other  forms  of  prop- 
erty to  the  forms  which  are  more  immediately 
serviceable  in  the  war  emergency.  The  war  in- 
fluence dominates,  depressing  some  values  and 
enhancing  others. 

After  the  war  is  over,  there  will  be  a  change 
of  all  conditions.  When  the  Government  orders 
are  finished  and  paid  for,  unless  a  similar  vol- 
ume of  equally  urgent  demands  spring  up  from 
new  sources  the  inflation  of  credits  will  sub- 
side. Bank  loans  and  deposits  will  decline 
and  the  percentage  of  bank  reserves  will  rise. 
This  would  mean  a  readjustment  of  values 
toward  the  pre-war  basis.  Evidently  the  course 
of  this  readjustment  will  be  governed  by  the  in- 
dustri?!  sittiat'on  and  prospects  at  that  time.  If 
the  transition  from  war  conditions  to  peace  con- 
ditions is  fortunately  accomplished:  if  industrv 
is  well  sustained  and  free  from  d'sorganizinqr 
controversies,  so  that  both  the  investing  and  con- 
sumirr?  power  of  the  country  is  Inrfre.  the  es- 
taWishment  of  a  feeling  of  full  confidence  is 
likely  to  be  followed  by  one  of  the  greatest 
periods  of  construction  and  expansion  the  coun- 


try  has  ever  known.  The  future  of  wages,  prices 
and  values  in  general  will  depend  upon  harmoni- 
ous, highly-organized,  efficient,  well-balanced  in- 
dustry, creating  new  wealth  at  a  rate  sufficient 
to  satisfy  the  growing  wants  of  the  people. 

Credits  at  the  End  of  the  War. 

Will  this  state  of  inflation  end  with  a  collapse 
of  credit  after  the  war?  It  is  safe  to  say  that 
the  credits  which  have  been  created  for  war 
purposes  in  this  country  will  be  generally  liqui- 
dated at  the  end  of  the  war  without  losses,  be- 
cause they  rest  at  last  upon  the  credit  of  the 
Government.  When  the  Government  purchases 
fall  off  and  its  contracts  are  liquidated,  there  will 
be  a  general  liquidation  of  private  indebtedness 
related  to  war  work,  and  war  work  is  now  the 
chief  factor  in  industry. 

There  has  been  no  considerable  expansion  of 
credit  outside  of  the  war  industries.  Building 
operations  and  new  construction  of  all  kinds 
are  at  low  ebb,  except  as  related  to  the  war  in- 
dustries; real  estate  is  inactive,  loans  for  the 
purchase  of  stocks  and  securities  are  lower  than 
usual,  and  the  prices  of  stocks,  bonds  and  real 
estate  are  below  rather  than  above  the  normal 
level. 

These  are  not  the  conditions  under  which 
panics  occur  from  an  over-extension  and  col- 
lapse of  credit.  It  is  evident,  therefore,  that  al- 
thoufjh  an  abnormal  expansion  exists  at  this  time 
the  situation  is  different  from  that  of  a  boom 
period,  when  credit  is  over-extended  upon  the 
basis  of  more  or  less  speculative  private  enter- 
prises, about  which  confidence  may  be  eventual- 
ly weakened.  The  statements  of  corporations 
generally  show  that  their  financial  condition  has 
improved  in  the  last  three  years.  They  have 
made  only  moderate  distributions  from  earnings, 
have  reduced  their  bonded  indebtedness,  and  al- 
though current  indebtedness  is  large,  that  should 
be  covered  by  the  orders  in  hand. 

A  tight  rein  is  being  held  upon  every  tendency 
to  use  credit  outside  of  essential  purposes,  and 
there  is  little  temptation  or  opportunity  to  use 
it  along  venturesome  lines.  As  a  result  there  is 
less  uncertainty  about  the  credits  of  the  coun- 
try than  in  ordinary  times,  and  there  is  no  dan- 
ger of  anything  like  a  general  breakdown  or 
panic  while  the  present  situation  exists. 

The  dansrer  of  a  credit  collapse  will  come,  not 
in  the  liquidation  of  the  credits  now  outstand- 
ing, or  of  succeeding  credits  based  upon  war 
business,  which  practically  have  the  credit  of 
the  Government  behind  them,  but  at  the  end  of 
the  boom  period,  if  there  should  be  one  followinir 
the  war,  when  credits  will  have  nothintr  behind 
them  but  private  enterprises  and  promises,  and 
the  whole  situation  is  based  upon  an  inflated  and 
uncertain  state  of  values. 

After  the  War  Industry. 

We  may  expect  that  after  the  war  there  will 
be  a  waiting  demand  for  many  kinds  of  goods 
and  equipment  so  urgent  that  for  a  time  price 


will  be  a  secondary  consideration.  The  whole 
world  is  doing  without  things  that  it  would  glad- 
ly buy,  wearing  out  equipment  and  falling  be- 
hind its  wants.  It  is  falling  behind  in  house- 
building, for  example,  in  road-making,  in  rail- 
way extensions  and  in  the  development  and  im- 
provement of  public  utilities.  Automobile  con- 
struction has  nearly  ceased,  and  the  cars  in  use 
will  be  nearly  worn  out.  Clothing  will  be  worn 
out  the  world  over,  and  stocks  of  cotton  will  be 
low,  therefore  there  will  be  a  good  market  for 
cotton  and  our  cotton  states  should  be  prosper- 
ous. Not  only  is  there  the  rebuilding  and  rehabil- 
itation of  the  war-devastated  districts  to  be  done, 
but  the  development  of  the  backward  countries 
looms  up  with  more  definite  and  immediate 
promise  than  ever  before.  The  world  is  not  go- 
ing to  seem  so  large,  or  its  divisions  so  separate 
and  distinct  from  each  other  as  in  the  past. 
Foreign  countries  will  not  appear  so  remote  and 
difficult  of  access  to  Americans.  Undeveloped 
resources  which  will  contribute  to  the  comfort 
and  welfare  of  mankind  will  not  be  neglected 
anywhere  if  stable  government  and  protection  to 
investments  can  be  had.  The  stir  of  the  war 
will  be  in  the  blood  of  all  nations  and  the  impulse 
to  do  things  will  be  manifest.  These  are  the 
conditions  favorable  to  a  period  of  enterprise  and 
activity,  and  which  will  tend  to  sustain  prices  or 
moderate  their  decline. 

The  Decline  of  Prices. 

Nevertheless,  it  is  inevitable  that  prices  will 
be'  upon  a  declining  scale  and  this  will  be  the 
factor  of  uncertainty  and  danger  in  the  situa- 
tion. Falling  prices,  shrinking  values  in  inven- 
tories, stocks  of  goods  and  capital  investments, 
have  a  depressing  influence.  It  is  comparatively 
easy  to  make  money  when  prices  are  rising;  the 
most  venturesome  may  be  the  most  successful 
then.  Errors  of  judgment  are  made  good  by 
something  outside  the  management.  Farmers 
of  even  indifferent  skill,  who  could  make  but  a 
poor  showing  of  profits  from  their  farming  op- 
erations, have  become  well-off  from  the  rise  of 
land  values.  The  situation  is  very  different  with 
prices  on  a  declining  scale,  for  then  not  only  is 
there  no  margin  furnished  gratuitously  by  an 
unearned  difference  between  buying  and  selling 
prices,  but  a  portion  of  the  normal  earnings  i> 
lost,  and  as  net  earnings  decline,  capital  values 
shrink,  credit  is  unfavorably  affected,  and  in- 
debtedness becomes  relatively  heavier  and  more 
burdensome.  Therefore  it  is  in  order  to  give 
warning  against  incurring  indebtedness  which 
will  reach  over  into  the  period  after  the  war, 
when  prices  and  earnings  will  be  lower  than  now. 

Prices  must  decline,  for  one  reason,  because 
the  conditions  which  occasioned  the  rise  will  be 
reversed.  The  millions  of  men  withdrawn  from 
industry  will  be  returned  to  it.  and  the  millions 
of  women  who  have  entered  industry  will  not 
all  leave  it.    Although  it  is  true  that  there  is  a 
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vast  amount  of  work  waiting  to  be  done,  private 
employers  will  count  the  cost  of  capital  invest- 
ments more  carefully  than  tlie  Government 
counts  the  cost  of  war  supplies,  and  tlie  demand 
for  labor  even  if  sufficient  to  absorb  the  great 
supply,  will  not  be  so  urgent  as  in  wartime. 
It  is  probable  that  the  governments  will  take 
action  during  the  transition  period  to  provide 
employment,  but  constructive  work  will  enlarge 
the  facilities  of  production  and  increase  the  flow 
of  products,  and  thus  contribute  eventually  to  the 
fall  of  prices. 

The  inventive  genius  and  energies  that  have 
been  active  during  the  war  in  other  channels  will 
be  applied  to  the  task  of  supplying  the  common 
wants  of  the  population.  Many  lessons  both  in 
production  and  economy  have  been  learned  which 
will  be  of  lasting  value.  Science  is  constantly 
making  discoveries  which  cheapen  industrial 
processes,  and  science  is  being  applied  to  indus- 
try more  systematically  than  ever  before.  The 
decline  of  prices  which  results  from  such  econ- 
omies is  not  harmful  to  those  able  to  take  ad- 
vantage of  it  but  it  is  likely  to  be  serious  to  those 
who  do  not  keep  up  with  the  movement. 

The  basic  industry,  agriculture,  whose  pro- 
ducts are  the  chief  factor  in  living  conditions 
and  in  the  wage  question,  and  therefore  close- 
ly related  to  costs  in  all  industries,  is  sus- 
ceptible of  great  improvement  in  methods,  and 
some  are  under  way.  Plans  are  being  laid  in 
several  of  the  countries  at  war  for  placing  ex- 
soldiers  upon  land,  and  in  the  United  States  the, 
.Secretary  of  the  Interior  is  developing  a  plan 
to  that  end.  With  the  exception,  possibly,  of  live 
stock,  it  is  probable  that  farm  products  will  soon 
find  their  way  back  to  former  levels,  and  if  so 
this  will  have  a  powerful  influence  upon  other 
prices.  It  is  safe  to  say  that  the  workers  in 
agriculture  will  not  be  satisfied  to  exchange  pro- 
ducts with  workers  in  other  industries  on  a  basis 
less  advantageous  to  themselves  than  in  the  past. 

The  Gold  Standard. 

There  is  another  reason  why  prices  must  come 
down  after  the  war,  and  that  is  that  unless  they 
do  the  monetary  systems  of  the  whole  world  will 
have  to  be  reorganized  in  a  manner  which  will 
not  only  do  great  injustice  to  all  persons  who 
hold  a  creditor  position,  but  involve  business  af- 
fairs generally  in  such  confusion  as  will  disor- 
ganize production  and  the  exchanges  and  occa- 
sion losses  to  all  classes. 

The  monetary  systems  of  the  world  almost 
without  exception,  are  now  based  upon  gold. 
The  monetary  units  of  nearly  all  countries  are 
fixed  in  terms  of  gold,  and  since  they  all  have 
a  fixed  relation  to  the  grain  of  gold  it  follows 
that  they  have  a  definite  relationship  to  each 
other.  This  is  favorable  to  international  com- 
merce and  financial  relations.  China  has  been 
the  only  important  country  whose  currency  was 
not  related  to  the  gold  standard,  but  its  govern- 
ment has  taken  steps  within  the  last  month  for 


establishing  such  relationship.  The  great  service 
of  this  common  unit  of  value  in  world  affairs  is 
illustrated  and  emphasized  at  the  present  time 
by  the  difficulties  which  arise  because  tempor- 
arily the  free  movements  of  gold  are  interrupted. 

Qold  Mining  Unprofitable. 

But  the  present  rise  of  prices  has  destroyed 
tiie  normal  relationship  between  gold  and  other 
commodities.  Gold  is  priced  in  terms  of  itself; 
an  ounce  of  it  will  bring  $20.67  at  the  United 
States  mint,  because  at  the  coinage  rate  an  ounce 
will  make  that  amount  of  money.  There  is  no 
magic  about  the  act  of  coinage.  The  word  "dol- 
lar" is  simply  the  name  given  to  25.8  grains  of 
gold  nine-tenths  fine.  The  Government  does  not 
attempt  to  determine  the  exchange  value  of  the 
"dollar;"  that  depends  on  the  law  of  supply  and 
demand,  and  unfortunately  for  the  gold  pro- 
ducers there  are  other  ways  of  producing  dollars 
than  by  digging  gold,  and  just  now  there  is  a 
great  output  of  "credit"  dollars.  Since  there  are 
restrictions  upon  the  disposition  of  gold  out- 
side of  the  mint,  he  can  get  no  more  than  the 
mint  price,  and  the  cost  of  mining  gold  has  risen 
until  mines  of  low  grade  are  working  at  a  loss 
or  closing  down,  thus  reducing  the  new  supplies. 
The  production  of  gold  cannot  be  maintained 
at  its  present  valuation  in  relation  to  other  com- 
modities. That  is  to  say,  with  labor,  coal,  ma- 
chinery, chemicals  and  other  supplies  necessary 
to  its  production  at  present  prices,  gold  cannot 
be  produced  at  a  profit  to  be  coined  at  $20.67  per 
ounce. 

Qold,  Credit  and  Prices. 

While  the  war  goes  on  credit  will  be  artificial- 
ly elastic  in  order  that  the  necessities  of  the 
Government  may  be  met,  and  the  risk  of  credit 
expansion  is  minimized,  as  stated  above,  by  the 
fact  that  Government  credit  is  so  largely  behind 
the  situation ;  but  when  the  war  ends  this  reduc- 
tion in  the  output  of  gold  is  bound  to  make  it- 
self felt  in  the  credit  situation.  The  normal  ad- 
ditions to  banking  reserves  will  not  be  made,  and 
credits  will  be  correspondingly  restricted,  with 
the  result  that  prices  will  decline.  The  influence 
is  the  reverse  of  that  which  has  been  seen  from 
rapidly  increasing  bank  reserves. 

In  short,  the  level  of  prices  has  a  definite  re- 
lation to  the  standard  of  value.  Following  the 
discovery  of  the  South  African  gold  field,  and 
of  the  cyanide  method  of  treating  ores,  the 
world's  production  of  gold  increased  rapidly, 
and  a  period  of  what  was  called  "gold  inflation" 
and  rising  prices  ensued,  lasting  down  to  the  out- 
break of  the  war,  although  the  rate  of  produc- 
tion was  practically  at  a  standstill  for  several 
years  before  the  war.  The  amount  of  bank  cre- 
dit available  before  the  war  was  related  to  the 
bank  reserves,  and  the  level  of  prices  the  world 
over  was  adjusted  to  this  relationship.  It  is  pos- 
sible, temporarily,  by  the  use  of  Government 
credit,  to  sustain  a  higher  level  of  prices  without 


a  corresponding  increase  of  gold  reserves,  but  it 
cannot  be  done  permanently.  The  circulating 
credit  must  be  freely  convertible  into  the  stand- 
ard of  value,  if  prices  are  to  have  any  definite 
relation  to  the  standard,  or  if  prices  in  different 
countries  are  to  have  any  definite  relation  to  each 
other. 

In  short  the  prices  of  other  things  must  come 
down  in  relation  to  gold  if  gold  is  to  remain  the 
standard  of  value.  Under  the  present  relation- 
ship gold  production  will  stop,  and  bank  reserves 
will  be  at  a  standstill  until  prices  fall  sufficiently 
to  allow  gold  production  to  be  resumed. 

Substitute  Standards. 

Of  course  there  are  people  who  think  that 
the  gold  standard  should  be  abolished.  Some 
of  them  are  unable  to  understand  that  money 
must  be  definitely  related  to  concrete  values; 
that  a  unit  of  value  must  have  value  in  itself, 
as  a  unit  of  length  must  have  length,  a  unit 
of  weight  must  have  weight,  and  a  unit  of 
volume  measure  must  have  certain  volume 
capacity.  They  cannot  see  that  if  the  word 
"dollar"  was  not  attached  to  some  concrete 
thing  which  possessed  value  it  would  convey 
no  idea  of  value  whatever.  Suppose  that  by 
some  magic  the  word  "bushels"  was  suddenly 
substituted  for  the  word  "dollars"  wherever  the 
latter  occurs,  upon  money,  in  promissory  notes 
and  contracts,  in  price-lists,  bank  accounts,  etc., 
what  confusion  would  ensue  I 

Passing  from  the  believers  in  fiat  money, 
there  is  a  respectable  company  which  has 
written  upon  the  idea  of  a  multiple  or  com- 
posite commodity  standard,  the  idea  being  to 
attach  the  currency  definitely  to  a  unit  which 
would  represent  the  average  value  of  a  list  of 
staple  commodities.  Such  a  system  is  con- 
ceivably possible,  but  the  unit  would  be  a 
theoretical  one,  and,  of  course,  conversion  of 
the  currency  into  standard  money,  for  the  set- 
tlement of  international  balances  and  in  the  au- 
tomatic regulation  of  credits  would  be  out  of 
the  question. 

The  probability  is  that  if  such  a  system  was 
adopted  the  business  world  would  continue  to 
use  gold  as  the  most  convenient  means  of 
settling  balances,  and  that  the  currencies  of  the 
world  would  be  quoted  in  terms  of  gold,  and 
compared  with  each  other  in  this  manner. 

Qoid  Reserves  With  a  Commodity  Standard. 

Professor  Irving  Fisher  has  proposed  a  new 
feature  for  the  commodity  standard.  His  pro- 
posal is  that  we  continue  to  base  our  currency 
upon  gold,  but  that  the  amount  of  gold  repre- 
sented by  the  paper  dollar  be  changed  from 
time  to  time  in  order  to  maintain  a  substan- 
tially fixed  relation  between  the  "dollar"  and 
the  value  of  commodities.  In  other  words,  the 
"dollar"  would  be  "corrected"  from  time  to 
time  to  conform  to  prices,  and  to  keep  the  aver- 
age of  commodity  prices  at  a  uniform  level.    By 


this  means  the  gold  dollar  would  be  a  compen- 
sating balance  for  the  conunodily  unit.  If  the 
list  of  commodities  adopted  as  the  standard 
showed  a  tendency  to  rise,  on  the  average  of 
Uiem  all,  it  would  be  taken  as  a  sign  that  gold 
was  becoming  cheajjcr,  and  this  would  be  cor- 
rected by  putting  a  little  more  gold  in  the  dollar. 
If,  on  tlie  other  hand,  prices  showed  a  tendency 
to  fall,  this  would  be  accepted  as  proof  that  gold 
was  becoming  dearer,  and  a  grain  or  fraction 
tliereof  would  be  deducted  from  the  dollar. 

It  will  be  seen  that  Professor  Fisher's  object 
is  to  stabilize  prices  and  relate  the  currency 
and  all  credit  instruments  definitely  to  the 
prices  of  commodities,  something  in  itself  un- 
doubtedly to  be  desired.  If  this  system  had 
been  in  force  when  prices  began  to  rise,  in  1915, 
instead  of  a  reduction  in  gold  contents  of  the  dol- 
lar, or  a  bonus  for  gold  mining  to  offset  the  rising 
costs,  or  any  other  action  calculated  to  main- 
tain gold  production,  the  miners  would  have  been 
promptly  required  to  give  an  increased  amount 
of  gold  for  a  dollar,  and  the  required  amount 
would  have  been  increased  as  fast  and  as  long 
as  commodity  prices  advanced,  not  only  to  the 
extent  of  closing  down  the  mines,  but  to  the 
extent  of  melting  down  our  existing  gold  coins 
to  make  them  represent  a  smaller  number  of 
dollars,  in  other  words,  the  system  would 
continue  to  put  more  gold  into  the  dollar,  until 
the  point  was  reached  where  prices  in  terms 
of  gold  stopped  rising. 

Merits  of  the  Qoid  Standard. 

Nobody  claims  that  gold  is  an  ideally  perfect 
standard  of  value,  or  that  fluctuations  in  prices 
which  are  due  to  fluctuations  in  the  production 
of  gold  are  not  to  be  regretted.  One  by  one, 
however,  the  countries  have  come  to  the  gold 
standard,  because  it  has  greater  advantages,  sta- 
bility included,  than  any  other  standard  of  value 
ever  in  use.  It  has  the  one  great  advantage  over 
any  theoretical  system  in  its  simplicity,  and  an- 
other great  advantage  in  the  fact  that  all  the 
world  has  adopted  it.  The  primary  purpose  of 
a  standard  is  to  provide  a  common  basis  on 
which  to  do  business,  and  the  business  world  is 
slow  to  listen  to  proposals  which  it  does  not 
readily  understand,  and  which  it  is  very  sure 
other  countries,  for  the  same  reason,  will  not 
readily  adopt.  Granted  that  it  is  very  desirable  to 
have  the  whole  business  world  thinking  in  com- 
mon terms,  when  you  once  have  this  accom- 
plished, no  section  of  it  is  likely  to  be  receptive 
to  the  idea  of  adopting  a  new  language  of  values 
for  itself. 

An  Inopportune  Proposal. 

Without  going  into  a  further  discussion  of 
Professor  Fisher's  proposal  at  this  time,  one 
comment  seems  to  be  pertinent.  Since  its 
whole  purpose  is  to  stabilize  the  monetary  unit 
in  relation  to  the  level  of  prices,  outstand- 
ing indebtedness,  fixed  incomes,  current  wages, 


etc.,  it  would  seem  that  it  should  be  put  into 
force,  if  at  all,  at  a  time  when  prices  were  on 
what  might  be  fairly  called  a  normal  basis,  and 
bore  some  reasonably  just  relation  to  outstanding 
obligations.  Professor  Fisher  holds  that  the  sup- 
ply of  gold  has  been  increasing  unduly  for  about 
twenty  years,  and  that  even  before  the  war  his 
system  was  needed  to  check  the  abnormal  and 
unjust  rise  of  prices.  But  now,  in  about  four 
years,  prices  have  made  a  further  advance  of 
nearly  100  per  cent.  These  prices  are  unques- 
tionably a  hardship  to  many  people,  but  they  are 
recognized  as  temporary.  If  the  monetary  sys- 
tem is  unchanged  a  readjustment  downward  will 
take  place  naturally,  and  as  the  vast  body  of  out- 
standing obligations  in  terms  of  money  will  be 
in  the  main  unliquidated,  the  mischief  will  be 
comparatively  small.  Although  deplorable,  the 
injustice  to  individuals  will  be  regarded  as  inci- 
dental to  the  war,  and  the  country  will  escape 
the  odium  of  having  deliberately  changed  the 
standard  value  either  for  the  benefit  of  a  class 
or  for  the  advantage  of  the  treasury.  But  to 
adopt  Professor  Fisher's  plan  now  would  be  to 
fix  these  wartime  inflated  prices  permanently,  and 
to  make  certain  that  all  obligations  which  are 
stated  in  terms  of  money  would  be  liquidated  in 
currency  having  only  the  purchasing  power  of  the 
currency  today.  We  do  not  believe  this  is 
what  he  intends,  for  his  advocacy  of  the  plan 
dates  back  of  the  period  of  war  inflation,  and 
he  was  prompted  to  this  advocacy  by  his  sense 
of  the  injustice  of  a  depreciating  dollar.  Nev- 
ertheless, he  may  find  himself  supported  by  a 
company  whose  fundamental  views  are  quite 
different  from  his  own. 

The  Money  Question  in  Politics. 

It  is  a  curious  thing,  the  way  financial  here- 
sies are  revived  from  time  to  time,  with  all 
the  fervor  that  characterize  the  original  dis- 
covery of  an  idea,  and  restated  as  positively 
and  prophetically  as  though  they  had  not  been 
exploded  and  discredited  by  experience  again 
and  again. 

The  inflated  and  depreciated  currency  of  our 
Civil  War  times  was  the  source  of  many  ills, 
but  the  only  thing  to  do,  for  the  protection  of 
the  national  credit  and  for  the  establishment 
of  a  solid  financial  basis  for  prosperity,  was 
to  keep  the  nation's  promise  to  redeem  the 
greenbacks  in  gold.  But  a  formidable  opposi- 
tion party  developed,  who  argued  that  the 
greenbacks  had  never  depreciated,  but  that 
gold  had  risen  in  value,  and  that  nobody  but 
Wall  Street  was  interested  in  bringing  the 
paper  money  to  a  fixed  relation  with  gold.  It 
prophesied  that  gold  payments  could  not  be 
maintained,  and  that  to  attempt  it  would  be  to 
make  money  scarce  and  dear,  and  forbid  the 
development  and  prosperity  of  the  country. 
But  the  resumption  of  gold  payments  inaugu- 
rated one  of  the  greatest  periods  of  develop- 


ment and  prosperity  in  the  history  of  the 
country. 

The  agitation  for  the  free  coinage  of  silver 
repeated  all  the  catch-words  and  prophesies  of 
the  greenback  period.  It  was  plaintively  de- 
clared that  mankind  was  about  to  be  crucified 
upon  a  cross  of  gold.  The  country  could  never 
know  prosperity  again  unless  silver  was  ad- 
mitted to  be  free  coinage  at  the  ratio  of  16  to  1. 
But  by  the  time  the  next  election  came  around 
the  silver  question,  which  had  been  presented 
as  an  issue  involving  nothing  less  than  the 
cause  of  human  freedom,  was  so  dead  that  it 
was  scarcely  mentioned. 

But  through  all  its  defeats  and  exposures 
the  main  fallacy  survives.  That  fallacy  is  in  the 
idea  that  the  return  swing  of  the  pendulum 
from  a  period  of  inflation  is  the  work  of  bank- 
ers and  other  rich  conspirators,  and  that  the 
maintenance  of  the  gold  standard  is  in  the  inter- 
est of  tlie  same  class,  and  opposed  to  the  interests 
of  the  masses  of  the  people. 

The  Fallacy  of  Cheap  Money. 

That  this  idea  is  lurking  now  is  apparent 
from  signs  which  appear  from  time  to  time. 
A  correspondent  bank  in  a  western  state,  which 
has  been  distributing  this  Bulletin  to  its  patrons, 
sends  us  a  letter  it  has  received,  of  which  the 
following  is  a  copy : 

"1  read  with  much  pleasure  the  monthly  reports  from  The 
National  City  Bank,  particularly  as  it  is  falling  into  line  and 
admitting  that  humanity  is  greater  than  money.  In  the  Septem- 
ber issue  it  is  wrong  when,  referring  to  the  national  debt  and  the 
payment,  it  says,  "when  it  will  take  twice  as  much  in  labor  and 
commodities  to  pay  a  dollar  of  debt  as  the  Government  receives 
now."  This  will  never  come  to  pass.  Th-^  debt  will  be  paid  on 
the  basis  on  which  it  was  contracted,  and  our  debt  will  be  so  big 
that  there  will  not  be  enough  gold  in  the  United  States  to  wad 
a  shot-gun  with  outside  of  what  will  be  in  government  banks, 
and  the  money  will  be  based  on  products,  etc.,  and  their  bank 
credit  value  fixed  by  the  Government,  and  not  the  speculator. 

Here  is  the  old  fallacy,  that  humanity  is  in- 
terested in  a  dollar  of  low  purchasing  power. 
There  are  about  16,000,000  life  insurance  poli- 
cies outstanding  in  this  country,  including  mem- 
bership in  the  fraternal  orders,  but  not  including 
industrial  insurance,  and  these  policies  represent 
promises  to  pay  in  the  aggregate  over  $30,000,- 
000,000,  in  most  cases  upon  the  death  of  the  in- 
sured to  dependent  members  of  his  family.  Most 
of  these  policies  are  of  many  years  standing, 
and  have  been  paid  for  from  year  to  year  in 
money  of  the  existing  standard.  Under  the 
stress  of  the  war  the  value  of  money,  unavoid- 
ably and  unfortunately,  is  temporarily  depre- 
ciated, but  would  it  help  to  elevate  humanity 
above  money  to  make  this  temporary  deprecia- 
tion permanent,  and  have  all  these  policies,  as 
they  mature,  paid  in  money  of  one-half  the  value 
of  the  standard  in  which  the  contracts  were 
written? 

The  same  question  may  be  asked  about  the 
$26,000,000,000  of  bank  deposits,  many  of  them 
savings  deposits  which  have  been  slowly  and 
painfully  accumulated,  and  the  millions  of  like 
funds  in  savings  and  loan  associations  and  real 
estate  mortgages. 


These  are  not  the  investments  of  the  rich. 
The  rich  do  not  have  their  wealth  in  money. 
They  are  owners  of  property,  operators  of 
business  enterprises,  producers  of  goods  and 
borrowers  of  money. 

Bankers  are  not  gainers  by  an  appreciating 
currency,  or  by  any  condition  which  works  ad- 
versely to  the  interests  of  the  public.  Bankers 
are  dealers  in  credit.  They  owe  and  pay  to  the 
public  the  same  kind  of  money  they  receive,  and 
their  loans  and  deposits  are  practically  equal. 
They  gain  by  the  growth  in  volume  of  deposits, 
which  is  greatest  in  a  state  of  general  prosperity. 

It  is  a  grave  mistake  to  assume  that  a  class 
which  is  as  intimately  related  to  the  business  ac- 
tivities of  the  country  as  the  bankers  can  gain 
by  any  policy  which  restricts  the  prosperous  de- 
velopment of  industry  and  trade.  All  interests 
are  best  served  by  policies  which  promote  the 
creation  of  wealth  throughout  the  community. 

Wage-Earners  Interested  in  a  Stable  Currency. 

The  wage-earners  have  nothing  to  gain  by 
depreciating  the  value  of  money.  The  imper- 
ative demands  for  labor  occasioned  by  the  war, 
together  with  the  withdrawal  of  so  many  men 
from  industry  for  the  ranks  of  the  army  and 
navy,  has  made  it  possible  for  wages  to  ad- 
vance with  unusual  rapidity,  but  all  authori- 
ties agree  that  as  a  rule  it  is  difficult  for  wage- 
earners  to  better  their  condition  in  a  period 
when  the  purchasing  power  of  money  is  de- 
clining. At  such  times  they  must  have  frequent 
wage  advances  to  simply  hold  their  own.  The 
greatest  gains  of  the  wage-earning  class  in  the 
paper  money  period  of  the  Civil  War  were  not 
made  while  the  money  was  declining  in  value, 
but  when  it  was  regaining  purchasing  pcwer, 
or,  in  other  words,  after  living  costs  had  begun 
to  fall.  The  wage-earner  then  had  only  to  con- 
tend against  a  reduction  of  the  wage  rate,  while 
his  income  brought  him  a  steadily  increasing 
amount  of  goods. 

The  greatest  losses  to  the  wage-earning 
class,  however,  come  from  a  period  of  un- 
certainty and  hesitation  in  the  business  com- 
munity, when  confidence  is  impaired,  enter- 
prise slows  down,  construction  work  ceases 
and  workers  by  the  thousands  walk  the  streets 
in  search  of  jobs. 

Employment  and  prosperity  after  the  war  are 
dependent  upon  confidence  and  good  under- 
standing in  industry,  and  an  attack  upon  the 
standard  of  value  would  do  inestimable  injury 
to  all  classes.  A  period  of  falling  prices  has 
its  perils  to  be  foreseen  and  guarded  against, 
but  the  conditions  represent  a  normal  and  nec- 
essary reaction  from  an  excessive  movement  in 
the  other  direction,  and  when  the  balance  is 
restored,  confidence  in  the  natural  order  is  re- 
stored, and  the  way  is  clear  for  prosperity  on 
an  assured  basis.    When  arbitrary  and  impul- 


sive legislation  is  resorted  to,  there  remains 
no  basis  upon  which  to  calculate  the  future. 

The  Public  Debt. 

This  correspondent  lays  emphasis  upon  our 
prediction  that  the  Government  will  have  to  pay 
its  debt  with  dollars  of  a  higher  purchasing  value, 
perhaps  two  for  one,  tlian  those  with  which  its 
expenditures  are  made.  This  is  true,  but  only 
anoUier  way  of  stating  the  familiar  fact  that  war 
of  itself  increases  all  costs.  It  would  be  quite 
out  of  tlie  question  to  plan  for  carrying  on  a  war 
at  a  time  when  things  were  cheap,  or  to  keep 
things  cheap  during  a  war.  The  rise  of  prices 
is  part  of  the  inevitable  cost  of  war,  but  it  is  ag- 
gravated by  the  economic  ignorance  of  the  public 
and  the  failure  to  promptly  curtail  private  con- 
sumption to  make  way  for  the  necessary  demands 
of  the  government.  It  is  because  we  persistently 
violate  the  economic  law  that  the  purchasing 
power  of  money  depreciates  so  seriously.  Ig- 
norance and  improvidence  are  always  costly,  but 
they  afford  a  poor  excuse  for  national  repudi- 
ation. 

There  is  a  way,  however,  by  which  the  people 
may  protect  themselves  against  the  cost  of  bear- 
ing and  paying  the  debt  after  the  war  is  over. 
They  can  buy  enough  of  the  Liberty  Bonds  or 
War  Savings  Stamps  while  wages  and  the  prices 
of  products  are  high,  to  cover  their  share  of  the 
debt,  so  that  when  they  pay  taxes  to  meet  the 
interest  or  principal  their  payments  will  pass 
through  the  Treasury  and  back  into  their  own 
pockets.  Now  is  the  time,  while  money  is  cheap 
and  wages  and  products  are  high,  to  put  enough 
money  into  bonds  to  provide  for  the  debt  burden 
so  far  as  each  individual  is  concerned. 

And  millions  of  people  are  doing  it.  The  debt 
is  being  widely  distributed,  thus  making  it  a  cer- 
tainty that  the  payments  upon  it  instead  of  go- 
ing to  bankers  and  a  small  group  of  the  rich,  will 
be  distributed  among  the  masses  of  the  people. 
A  debt  held  in  this  manner  is  not  a  serious 
burden. 

The  increased  volume  of  long  term  indebted- 
ness will  not  affect  the  gold  standard,  as  no 
reserves  are  kept  against  such  indebtedness. 

We  appreciate  the  friendly  opinion,  which  has 
resulted  from  reading  the  Bulletin,  that  this  Bank 
is  "falling  into  line  and  admitting  that  humanity 
is  greater  than  money,"  and  beg  to  recipricate 
with  the  opinion  that  the  writer  is  just  beginning 
to  understand  Wall  Street's  views. 

The  Bond  Market. 

During  the  interim  between  the  Third  and 
Fourth  Liberty  loans  corporation  issues,  in 
which  are  included  rails,  public  utilities  and  in- 
dustrials, aggregated  $451,901,000,  and  munic- 
ipal issues  totaled  $123,764,000.  Prices  have 
scarcely  varied  from  those  prevailing  before 
the  Third  Liberty  loan. 

The  average  price  of  40  standard  issues,  as 
reported  by  tfie  Wall  Street  Journal  on  Septem- 


ber  27,  was  81.99,  compared  with  82.80  on 
August  27,  and  88.12  on  September  27,  1917. 

During  the  next  three  weeks  bond  houses  an- 
ticipate only  a  limited  inquiry  for  short  term 
notes  and  business  will  probably  be  at  the  low 
ebb  of  the  year,  for  all  the  organizations  are 
now  engaged  in  Liberty  Loan  activities. 

During  the  past  month  activity  has  been  con- 
fined largely  to  United  States  Government  and 
foreign  issues.  The  military  success  in  Europe 
has  been  followed  by  advances  in  foreign  govern- 
ment issues,  many  of  which  have  reached  new 
high  prices  for  the  year. 

During  the  middle  of  the  month  there  were 
sensational  fluctuations  in  Liberty  Bonds  as  the 
result  of  Secretary  McAdoo's  recommendation 
relative  to  tax  exemption  privileges.  These  fluc- 
tuations resulted  in  advances  of  three  points  on 
the  4s  and  4j4s.  Toward  the  close  of  the  month 
the  market  was  somewhat  reactionary  and  very 
quiet  except  in  government  issues.  Upon  the 
announcement  of  the  new  Liberty  Loan,  trading 
in  the  old  issues  became  active. 

French  S^^s  due  April,  1919,  reached  101^. 
compared  with  91 J4  last  December. 

August  Offerings. 

New  offerings  during  the  month  included : 

933,400,000  Interborongh    Rapid    Transit    Conv.    7%    Notci,    due 

Sept.  1.  1921.  at  98 H   and  intcrctt,  to  yield  7.50%. 

5,500,000  Monongahela    Valley    Traction    Co.    7%    Bonds,    due 

July  1,   1923,  at  97  and  interest,  to  yield  7.75%. 

400,000  Moran    &    Co.    San    Francisco    (Packers)    7%    Honds, 

due  August  1,  1921-23,  at  prices  to  yield  7.75%. 
325,000  Oklahoina  Power  &  Transmission  Co.  6%   Bonds,  due 
Tulv    1,    1923,   at   93    and    interest,    to   yield    aboat 
^.75%. 
1,500,000  Pennsylvania    Electric    Co.    7%    Notes,    due    July    1, 

1923,  at  9714   and  inlerest.  to  yield  7  75*. 
3,900,000  Rochester  Railway  ft  I.iRht  Co.  7%  Bonds,  due  Sept 
I,  1921.  at  98  and  interest,  to  yield  7  75%. 
500,000  Stewart   Kfanufacturinii  Corp.   R.   K.  6%   Bonds,  due 

July   I,   1920-24,  at  prices  to  yield  7% 
690.000  Western  States  Gas  &  Electric  Co.  6H%  Notes,  due 
A'lipist  1,   1923,  at  98  and  interest,  to  yield  about 
7%. 

Throughout  the  month  municipal  bonds  have 
experienced  considerable  uncertainty  as  the  re- 
sult of  tax  legislation,  and  as  the  month  pro- 
gressed bidders  at  public  sales  became  more  cau- 
tious, with  resultant  lower  bids. 

New  municipal  offerings  included: 

$1,725,000  City  of  Newark,  N.  J..  5%  Bonds  on  a  4.60%  basis. 
113,592  City  of  Paterson.  N.  J.,  5%  Bonds  on  a  4.70%-4.75% 

basis. 
370,000  Chester  School  District,  Pa.,  4^4%  Bonds  on  a  4.30% 

basis. 
500,000  Hamilton  County,  Ohio,  5%  Bonds,  on  a  4.75%  basis. 
135,000  Hanover  Tnwnship   (Lnieme  Co.),  Pa.,  4W%    Bonds 

on  a  4.30%  basis. 
157,000  Indian  Grave  Drainage  District,  IIL.  6%   Bonds  on  ■ 

6%  basis. 
283,000  Middlesex  County,  N.  J.,  Ponding  *%%  Bonds  on  a 

4.55%-4.60%  basis. 
239.000  Passaic  County.  N.  J..  5%  Bonds  on  a  4.«0%  basis. 
256,000  Palo  Verde  Joint  Levee  District,  Cal.,  6V4%  Bonds  on 

a  5%%.6%  basis. 
313,000  Polk  County,   Iowa,  5%    Funding  Bonds  on  a  4.70% 

basis. 
1,000.000  Portland,  Oregon.  4'A%   Bonds  on  a  4.90%  basis. 
250,000  Rochester.  New  York,  5%  Notes  on  a  4.15%  basis. 
600,0fin  State  of  Delaware  4%%   Bonds  nn  a  4.55%  basis. 
320.000   .Syracuse.    New    York,   4«%    Ilords   on    a   4.45%    basis. 
lOl.nrtn  Tnwn  of  Nutley,  N.  T.,  5%  Bonds  on  a  4.75%  basis. 
100,000  Joliet    City    School.   Illinois,    5%    Bonds   on    a  4.60% 

basis. 
240,000  Stamford.  Texas.  5%   Bonds  on  a  5.20%  basis. 

War  Finance  Corporation. 

The  War  Finance  Corporation  since  its  in- 
ception has  rendered  assistance  in  several  pub- 


lic utility  situations.  It  assisted  in  underwrit- 
ing $33,000,000  Interborongh  Rapid  Transit 
Notes.  It  advanced  about  $2,400,000  to  the 
Commonwealth  Power,  Railway  &  Light  Com- 
pany in  refunding  an  $8,000,000  note  issue.  It 
underwrote  about  30%  of  the  maturing  $17,- 
000,000  issue  of  Brooklyn  Rapid  Transit  notes. 
It  advanced  $3,235,000  to  the  United  Railways 
of  St.  Louis.  It  assisted  to  the  extent  of  about 
$1,000,000  in  refunding  the  New  Orleans  Rail- 
way &  Light  $4,000,000  note  issue,  maturing 
June  1.  It  assisted  the  Aurora,  Elgin  &  Chi- 
cago Railroad  to  the  extent  of  about  $219,000. 
This  assistance  has  relieved  the  minds  of 
holders  of  public  utility  securities,  which  until 
assistance  was  rendered  found  it  necessary  to 
form  protective  committees. 

Essential  Industries  Corporation. 

In  order  to  render  further  assistance  to  the 
public  utility  situation,  the  Essential  Indus- 
tries Corporation  has  been  incorporated  in 
New  York  which,  according  to  newspaper  re- 
ports, has  an  initial  capital  of  $3,000,000,  con- 
sisting of  $1,000,000  stock,  $1,800,000  ten-year 
debentures  and  $200,000  cash  surplus.  This 
corporation  was  formed  by  some  of  the  leading 
banks,  investment  houses  and  industrial  and 
public  utility  companies.  It  is  proposed  that 
the  corporation  will  make  loans  to  public  util- 
ity companies  and  in  turn  will  avail  itself  of 
the  provision  of  the  War  Finance  Act  by  re- 
hypothecating the  notes  and  securities  which 
it  receives  from  the  corporations.  It  is  stated 
that  the  capital  will  be  increased  from  time  to 
time  as  the  business  demands  to  an  ultimate 
amount  of  approximately  $20,000,000.  Latest 
reports  advise  that  one  of  the  first  companies 
to  receive  aid  will  be  the  Portland  Railway, 
Light  &  Power,  and  in  due  course  the  follow- 
ing companies  which  are  in  need  of  assistance 
will  probably  be  considered :  Atlantic  City  Gas 
Company,  Paducah  City  Railway  Company, 
and  Alton,  Granite  &  St.  Louis  Traction  Com- 
pany. 

Street  Railway  Fares. 

The  American  Electric  Railway  Association 
compiles  a  continuous  tabulation  of  increases 
in  railway  fares,  which  up  to  a  recent  date 
shows  that  3  cities  now  have  a  10-cent  fare,  43 
cities  now  have  a  7-cent  fare,  over  100  cities 
have  a  6-cent  fare,  and  there  are  other  situations 
where  a  5-cent  fare  exists  with  additional 
charge  for  transfers  or  increased  fares  outside 
of  a  certain  central  zone. 

According  to  the  calculation,  up  to  Septem- 
ber 15,  270  increases  in  fares  had  been  granted, 
of  which  24  have  been  granted  since  July  1, 
1918.  It  further  states  that  about  one-quarter 
of  the  urban  population  of  the  country,  or 
about  12.000,000  out  of  about  41,000,000  people, 
are  now  paying  more  than  the  standard  5-cent 
fare  for  street  car  service.  In  regard  to  the 
general  question  of  public  utility  increases  in 


rates,  another  committee  located  in  Washing- 
ton has  recently  reported  that  since  January 
1,  1918,  there  have  been  granted  between  600 
and  700  rate  increases. 

Taxing  Municipal  Bonds. 

The  pending  revenue  bill  as  passed  by  the 
House  includes  for  taxation  income  from  muni- 
cipal bonds  and  other  obligations  of  States  and 
sub-divisions  of  a  State,  when  issued  subsequent 
to  the  passage  of  this  act.  Such  obligations  here- 
tofore have  been  exempt  from  Federal  taxation, 
and  the  new  policy  raises  an  important  constitu- 
tional question. 

The  Supreme  Court  of  the  United  States  has 
held  repeatedly  that  the  Constitution  contem- 
plates the  independent  exercise  by  the  Nation 
and  the  States,  severally,  of  their  constitutional 
powers,  and  that  for  cither  to  tax  the  obli- 
gations of  the  other  would  amount  to  power 
of  interference  in  the  exercise  of  independent 
and  necessary  functions. 

In  the  case  of  Pollock  v.  Farmers  Loan  & 
Trust  Co.,  157,  U.  S.,  where  the  Supreme 
Court  by  a  vote  of  5  to  4  held  the  income  tax 
law  of  1894  to  be  invalid,  there  was  no  dis- 
agreement in  the  Court  u{X)n  this  phase  of 
the  subject.  It  held  unanimously  that  the  Fed- 
eral Government  was  without  power  to  tax 
the  obligations  of  a  State  or  any  sub-division 
of  a  State,  that  taxation  upon  the  interest  de- 
rived from  such  obligations  would  operate  on 
the  power  to  borrow  before  it  was  exercised  and 
have  a  sensible  influence  upon  the  contract,  and 
therefore  a  tax  upon  the  income  derived  from 
such  securities  would  be  a  tax  on  the  power  of 
the  States  and  their  instrumentalities  to  borrow 
money,  which  would  be  repugnant  to  the  spirit 
of  the  Constitution. 

The  argument  for  the  constitutionality  of 
such  a  tax  is  now  based  on  the  recent  amend- 
ment to  the  Constitution,  which  reads  as  fol- 
lows: 

Article  Ift-^The  Congress  aball  have  power  to  lay  and  collect 
taxes  on  incomes,  from  whatever  soarce  derived,  without  appor- 
tionment among  the  several  States  and  without  regard  to  any 
cenaas  or  enumeration. 

This  amendment,  standing  alone,  would 
seem  to  confer  power  upon  the  Congress  to 
levy  taxes  upon  incomes  "from  whatever 
source  derived,"  including  income  from  the 
obligations  of  a  State,  but  the  weight  of  legal 
opinion  apparently  is  against  this  interpreta- 
tion. It  is  held  in  opposition  that  this  amend- 
.ment  was  never  intended  to  enlarge  the  taxing 
power  of  the  Federal  Government,  but  only  to 
enable  it  to  levy  a  tax  upon  incomes  derived 
from  real  estate  or  personal  property  without 
apportioning  it  among  the  States.  The  Su- 
preme Court  had  held,  5  to  4,  that  such  a  tax 
could  not  be  levied  directly,  but  must  be  ap- 
portioned among  the  several  States  on  the 
basis  of  population — a  method  which  all 
agreed    was    impracticable    under    latter-day 


conditions;  but  the  Court  at  the  same  time  had 
held  unanimously  that  the  Congress  was  with- 
out power  to  tax  the  obligations  of  a  State.  It 
is  strongly  argued  that  the  amendment  was 
directed  to  the  former  inability  but  not  to  the 
latter,  and  that  the  Congress  in  proposing  the 
amendment  was  seeking  solely  to  remedy  the  ef- 
fect of  the  5  to  4  decision,  and  giving  little  or  no 
thought  to  the  point  upon  which  the  Court  was 
unanimous. 

Practical  Aspects  of  Exemption. 

Passing  from  the  legal  aspects  of  the  case, 
there  is  much  to  be  said  in  favor  of  subjecting 
State  and  municipal  bonds, or  the  income  there- 
from, to  the  Federal  taxation.  They  are  sub- 
ject to  State  and  local  taxation,  except  where 
made  exempt  within  the  State  of  issue.  The 
amount  of  such  securities  outstanding  is  approx- 
imately $5,000,000,000,  a  very  large  sum  to  be  ex- 
empt from  any  and  all  burdens  which  the  Na- 
tional Government  may  have  to  assume.  More- 
over, the  amount  is  increasing  rapidly,  and  the 
privilege  of  exemption  during  a  period  when 
Federal  taxation  is  heavy  will  have  a  tendency 
to  encourage  inunicipal  undertakings  on  an 
extensive  and  possibly  an  impracticable  scale. 
It  is  not  in  the  public  interest  that  municipal 
undertaking  should  be  promoted  in  such  man- 
ner. If  municipalities  are  going  into  all  sorts 
of  business  enterprises  they  should  be  held  to 
account  upon  business  principles,  and  required 
to  demonstrate  their  ability  to  conduct  them 
upon  the  same  basis  of  costs  as  that  upon  which 
private  owners  must  conduct  enterprises  of  the 
same  kind. 

The  public  is  compensated  in  some  degree  for 
the  loss  of  tax  revenues  by  lower  interest  rates 
upon  money  borrowed,  but  these  benefits  are  re- 
stricted in  their  distribution  and  do  not  reach 
the  same  people  who  suffer  by  the  exemptions. 
Why,  for  instance,  should  the  fanners  every- 
where pay  higher  taxes  in  order  that  municipal- 
ities should  borrow  money  more  cheaply? 

On  the  other  hand,  we  have  the  exemption  of 
Federal  Land  Bank  bonds  for  the  purpose  of 
promoting  agricultural  development,  an  object  in 
itself  highly  desirable,  but  which  does  not  re- 
quire a  subsidy.  If  the  Federal  and  State  gov- 
ernments go  on  creating  exemption  privileges  in 
this  manner  the  task  of  distributing  the  burdens 
of  government  will  become  infinitely  complex 
and  troublesome.  The  benefits  of  such  exemp- 
tions are  so  irregularly  and  unequally  bestowed, 
and  involved  in  so  much  obscurity  that  there  is 
great  uncertainty  about  who  gets  them.  Al- 
though exemptions  are  always  granted  to  favor 
certain  groups  of  borrowers,  the  lenders  have 
to  take  all  the  criticism  and  blame.  They  are 
invited  by  legislation  and  the  public  authorities 
to  buy  the  securities  upon  the  terms  offered,  and 
might  reasonably  assume  that  their  action  would 
have  public  approval,  but  having  made  the  pur- 
chases they  are  quite  sure  to  find  themselves  re- 
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garded  as  a  privileged  class.  In  the  interest  of 
good  understanding  and  social  peace  it  is  desir- 
able that  there  shall  be  no  occasion  or  excuse  for 
grievance  of  this  kind. 

Federal  Liuid  Bank  5  per  cent  bonds,  as  a 
result,  of  the  exemption  provision,  are  selling  at 
a  premium  of  4  to  5  per  cent. 

The  Farm  Mortgage  Bankers'  Association  of 
America  is  vigorously  challengine  the  policy  of 
exempting  Federal  Land  Bank  bonds  from  taxa- 
tion. Mr.  Chassell,  its  Secretary,  in  a  recent  ar- 
ticle calls  attention  to  "H.  R.  No.  8827,"  a  bill 
now  pending  to  establish  personal  credit  banks, 
to  be  operatf'd  in  conjunction  with  the  Federal 
Land  Banks,  all  capital  employed  to  free  of  tax- 
ation, and  sums  up  the  argument  against  tax- 
exempt  securities  as  follows: 

The  ereat  problem  of  tfae  present  time  U  to  equalize  the 
bnrdpn  of  taxation  so  that  all  persons  and  property  may 
bear  their  just  proportions.  If  one  class  of  property  is 
relieved  from  taxation,  it  to  the  same  extent  adds  to  the 
taxes    borne    by    other    property.      The    gross    amount    of 


taxes  raised  is  not  reduced.  Th*  sxpenses  of  the  kotctb- 
ment  must  be  met.  The  taxes  are  apportioned  to  th* 
persons  and   property   subject  to   taxation. 

A  continuance  of  our  present  recliless  system  of  exempt- 
ine  securities  from  taxation  will  result  In  the  creation  of  a 
favore<l  class  of  tax  exempt  aristocrats  who.  while  enjoyinc 
all  the  benetits  of  public  utilities  and  police  protection. 
wU  contribute  nothing  to  their  maintenance.  This  situa- 
tion will  also  cause  serious  dissatisfaction  amons  the 
D, asses  of  waire  earners  and  property  holders  who  will 
resent  the  Injustice  of  belni;  compelled  to  carry  the  entir* 
burden. 

It  is  impossible  now  and  it  would  be  unjust,  if  po.s8ible, 
to  enact  any  laws  deprivins  securities  already  issued  of 
tfceir  tax  exemption  features.  The  remedy  will  be  to  enact 
laws  renuirinc  future  issues  of  securities  to  bear  their  just 
proportions  of  the  public  burden.  Concress  can  correct 
the  blunders  of  the  past  reBardinjj  future  issues  of  Federal 
Land  Bank  bonds  and  It  can  prevent  the  exemption  of 
Tersonal  Credit  IJanli  bonds.  The  several  states  regulate 
the  taxation  of  their  municipal  securities  and  no  state  will 
be  dependent  upon  other  states  or  upon  national  legisla- 
tion in  enacting  laws  requirinK  future  issues  of  local 
securities  to  bear  their  fair  share  of  local  taxes. 

In  the  State  of  Ohio,  six  years  ago,  an  in- 
quiry developed  that  outstanding  securities  issued 
without  the  state  and  tax-exempt  within  the  state 
aggregated  $218,754,113,  and  moved  by  this 
showing  the  legislature  repealed  the  exemption 
privilege  as  applied  to  future  issues. 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  SEPTEMBER  27,  1918. 

(In  Thousands  of  Dollars) 


JtKBOVRCKH 

Ctold    in    vaults    and    in 

transit 

Gold  Settlement  Fund 

Cold  with  (oreiun  acencles 

Boston 

3.630 
67.241 
408 

71.279 

58.925 
_5.017 

135721 

2.589 

137.810 

71.246 

15.594 
35.842 

122.682 

S38 

1,416 

N.y. 

273.296 
14.760 
2.011 

PhUa. 

266 

57.655 

408 

Clev'd 

27.862 

70.877 

525 

99,264 

153,479 
1.231 

253,974 
310 

Rich-d 

6,198 

28.088 

204 

AtlanU 

6.733 

17.042 

175 

Cbica«o 

26.109 

72,022 

816 

SL  Louis 

1,067 

16312 

233 

M'cpl's 

8.179 

22.804 

233 

31316 

29.378 
_2J0O 

63.494 
64 

Kas.Clty 

216 

27,783 

291 

Dallas 

7.097 

4,392 

204 

S.Fr'seo 

9,567 

37.843 

321 

47,731 

94,936 
510 

Total 

370,229 

437,319 

5.829 

Total  eold  held  by  banks 
Gold  Willi  Feaerai  Keserve 

AifenU 

Gold  Kcdemption  Fund. . . 

290.067 

286.671 
14.893 

S91.631 

_43  931_ 

635  J62 

564.288 
113.074 
156.575 

832.337 

MIO 

26.0S9 

58.329 

110.208 
5.500 

174XB7 
791 

34,490 

47.293 
6J£ 

82J97 
628 

23350 
36.340 

63349 
183 

98.947 

206,111 
5377_ 

310,635 
1.272 

18,112 

56.615 
2.820 

28,290 

57.489 
1.247 

87,026 
142 

11,693 

24.286 
2.146 

813,368 

1,161,731 
45,714 

Total  cold  reserves.. 

Letral  tender  notes.  Silver. 

ew 

77,547 
705 

38,125 
549 

143,177 
199 

2,020311 
51,363 

Total  Reserves 

Bills  disctd :  Sec.  by  Govt 

war  obiigntions 

All  other 

174328 

86.718 

21.112 

_7.97£ 

U5306 

1348 
4,257 

254,284 

50,597 
34.3ii2 
32.016 

U6,995 
1,291 
3,760 

83.025 

48.751 
U,!)21 
4.586 

72.258 
1.233 

1,510 

63.732 

45.133 

31.031 

6.1(H 

82.288 
631 

311.907 

169,044 
72.618 
20372 

78.252 

50.293 
26.^88 
2.000 

63355. 

25.262 

41.940 

133 

87,168 

28344 

45,460 

136 

73,940 
8,868 
1344 

38,674 

30315 

25.193 

1,300^ 

57,308 
3,977 
1,152 

145,376 

51,042 
45,664 
22.451 

119,157 

3,461 

1,162 
31 

2,072,176 

1,221.533 
491.897 

Bills  boueht  in  open  mark't 

288.391 

Total  bills  on  band.. 
O.  S.  Govemm't  lone-term 

securities 

U.S.Uovernm'tsbort-tenn 

securities 

261334 
4319 
5,112 

79,181 
1.153 
1321 

67335 
116 
974 

b2,001,821 
28346 
50,098 

All  other  eamlna  assets... 

102 

ToUl  EaminE  Assets 
Uncollected  Items  '  deduct 

from  itroas  deposits) 

U  redemption  fund  airainst 

F  1/    hank  nntpR 

124.636 

40,973 

34 
1.052 

304,505 

6,580 

75 

22J88 

92.044 
32.062 

860,446 

121,411 

122,046 

75,001 

84,981 

271365 
73.153 

81,655 
50,483 

68,425 
17,884 

84,152 

54.521 

412 
945 

62,437 

17328 

144 
1.635 

:i20318 

123,811 

33311 

97 
1.254 

2,080,566 

155,649 

71.399 

200 
1.643 

56.364 

45,540 

32,643 

649,448 

62 
569 

SO 

47 

SOS 

22 

50 

186 

150,103 

2,447 

All  other  resources 

920 

789 
182,192 

1.300^ 

658.230 

565 
210,977 

12.858 

TOTAL  RESOURCES 

1,654.681 

369.481 

433  J25 

204,536 

227.198 

302,049 

4317,495 

LIABILITIES 

Capital  Paid  in 

20.184 

649 

24,645 

666.021 
119.441 

99.007 

7,353 

14.020 

98.008 
46,436 

8.785 

22386 

109  992 
59,982 

295 

192355 

228,082 

3.996 

116 
8.103 

49.827 
35.198 

3,143 

40 

12370 

39.284 
27,720 

34 

10.906 

216 

22313 

202.039 
50372 

2.026 

3,732 

9,560 

52.234 
43,011 

412 

2396 

38 
14,587 

44.971 
9,722 

21 

3,600 

11,433 

75.658 
29,070 

3104 

10,338 

34.424 
11,006 

4,523 

19,080 

70.988 
20,439 

^2390_ 

113,097 

180381 

78,802 

1.134 

Government  Deposits 

Due  to  members -reserve 
account 

191,623 
1,535,490 

rollection  Items 

Other  deposits  incld's  For. 
Government  credits 

485,059 
104,385 

Tot.nl  Oron  Deposits 

F.  K.  Notes  in  actual  circu- 
Inliiiil 

146.494 
148,053 

909,114 
699,650 

158,464 
199,772 

93.128 

105.499 

151 
1,646 

204.536 

79,408 
97341 

277350 
358316 

105,217 
100,170 

69301 
76,421 

116,161 
97.350 

55.768 
57,191 

2316,557 
a  2349,326 

lation.  net  liability 

All  other  Liabilities 

684 
2.619 

3M.505 

9  1A0 

1.083 

2.520 

615 
1.045 

6.060 
4.682 

436 

1,422 

73 
1374 

7.927 
2.160 

227.198 

2,969 
1.186 

120.218 

1,93S 
2,113_ 

302.049 

35.819 
35.857 

13J07 

1,783 

TOTAL  LIABILITIES 

1.^4.681 

369.481 

433.325 

182.192 

658.230 

210.977      150.103 

4317.495 

(a)  Total  Reserve  notes  in  circulation.  2349.326. 

(b)  Bills  discounted  and  bought:  U.  S.  Government  short  term  securities;  municipal  warrants,  etc.:  1—15  days  1.337,362 ;  16—30  days  192,455: 
31    60  days  303.185;  61    9()  d.ays  172  114  ;  over  9'J  days  46.874.    Total  2.051.990. 

Ratio  of  gold  reaervey  to  net  deoosit  and  Federal  Reserve  note  liabilities  combined  63.4X.    Ratio  of  total  reserves  to  net  depoatt 
and   Federal  Reserve  note  liabilities  combined  77.0*. 

DISCOUNT  RATES :  The  discount  rates  of  each  Federal  Reserve  Bank  approved  by  the  Federal  Reserve  Board,  remain  unchanged  f'-om 
previous  publication,  with  the  fallowing  exceptions:  Within  15  days  AtlanU  4K«.  Minneapolia  4K«.  Dallas  4!4«.  16-60  days,  Kansas  City  5«. 
«l-90  days.  Kansas  City  5«. 
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Approaching  Peace. 

THERE  was  little  in  the  war  situation 
last  spring  or  even  in  midsummer 
upon  which  to  base  hopes  of  early 
peace,  and  it  is  difficult  to  realize  that 
in  three  months  the  situation  has 
been  so  completely  reversed  that  peace  with  vic- 
tory is  in  sight.  But  on  both  sides  it  was  recog- 
nized from  the  first  that  if  Germany  was  to  win 
after  the  entrance  of  the  United  States  she  must 
do  it  in  the  summer  of  1918.  When  Germany 
early  in  1917  decided  to  defy  the  United  States 
and  carry  submarine  warfare  to  the  limit,  she 
staked  everything  on  the  expectation  that  Eng- 
land would  be  made  to  sue  for  peace  before  an 
eflFective  American  army  could  be  placed  on  the 
front.  When  the  spring  of  1918  opened  it  was 
evident  that  the  starvation  plan  had  failed  and 
that  the  German  armies  must  achieve  a  victory 
in  the  next  few  months  or  the  war  was  lost. 

The  supreme  effort  was  made,  and  up  to  the 
middle  of  July  German  hopes  were  high,  but 
when  the  tide  turned  there  was  no  room  left 
for  German  hopes  in  this  war.  Germany  had 
made  her  last  throw  and  lost.  She  could  not 
recover  this  year  and  next  year  the  situation 
would  be  more  desperate. 

The  German  command  knew  it  and  Germany's 
allies  knew  it.  The  elements  of  dissent,  silent 
while  Germany  seemed  invincible,  quickly  made 
themselves  felt,  and  when  a  powerful  thrust  on 
the  Grecian  front  separated  the  Bulgarian  army 
from  its  Austrian  ally,  Bulgaria  surrendered. 
This  meant  the  doom  of  Turkey,  for  isolated 
from  her  allies  and  with  her  own  armies  beaten, 
that  country  could  not  hope  to  hold  out.  The 
opening  of  the  Dardanelles  would  give  the 
Entente  allies  access  to  the  Black  Sea  and 
probably  enable  them  to  reinstate  Rumania 
and  Russia.  The  new  situation  brought  the 
southeastern  war  front  back  to  the  Danube, 
raised  definite  hopes  in  ail  the  Slavic  peoples 
of  the  Hapsburg  empire,  and  brought  that 
empire  face  to  face  with  dissolution.  It  asks 
for  peace  because  it  can  fight  no  longer. 

Qemuiny's  Situation. 

It  is  not  questioned  that  Germany  is  yet  a  pow- 
erful nation  and  able  to  put  up  a  strong  military 
defense  at  her  borders.     But  why  should  she 
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spend  her  remaining  strength  in  hopeless  defens- 
ive fighting?  The  blockade  will  become  tighter 
than  ever.  With  Austria-Hungary  out  the  Italian 
armies  will  be  released  for  use  against  Germany. 
The  German  allies  in  Russia  will  be  ousted  from 
power,  and  not  only  Russia  eager  to  recover  her 
Baltic  provinces  but  Poland  in  arms  for  her  inde- 
pendence, will  confront  Germany  on  the  East. 
The  economic  pressure  alone  will  be  unbearable. 

Such  advices  as  come  out  of  Germany  through 
the  neighboring  countries  indicate  that  the  in- 
ternal situation  is  already  very  threatening.  The 
enormous  expansion  of  credit  which  has  taken 
place  has  been  based  upon  the  expectation  of 
victory,  with  indemnities  and  terms  which  would 
open  a  great  future  to  German  commerce  and 
industry.  Now  there  is  faced  the  payment 
^of  indemnities,  reduction  of  the  empire,  an 
appalling  burden  of  taxation,  and  a  most  un- 
promising prospect  for  foreign  trade.  Under 
these  conditions  the  strain  upon  both  public  and 
private  credit  is  very  great.  Alarm  and  timidity 
spread,  money  is  hoarded,  cohesion  is  lost,  and 
society  tends  to  dissolve  into  its  individual  ele- 
ments. The  situation  becomes  that  of  every 
man  for  himself,  with  the  understanding  that  the 
devil  will  get  the  hindmost. 

It  is  not  too  much  to  say  that  the  bitterest 
enemies  of  Germany,  those  who  wish  to  see  her 
utterly  crushed,  are  hoping  that  she  will  elect 
to  make  defense  to  the  last.  The  less  she  can 
save  from  the  wreck,  the  better  they  will  be 
pleased.  On  the  other  hand  the  leaders  of  indus- 
try and  finance  in  Germany  must  feel  that  the 
military  authorities  have  been  in  charge  of  poli- 
cies quite  long  enough.  The  former  are  looking 
forward  to  the  task  that  will  fall  to  them  when 
the  war  is  over.  It  is  safe  to  say  that  they  are 
more  concerned  to  have  assurances  regarding 
supplies  of  raw  materials  in  the  future,  and 
other  trade  relations  with  their  present  enemies, 
than  for  a  protracted  defense.  These  are  the 
matters  of  chief  importance  to  Germany  now, 
and  it  is  not  strange  that  she  should  want  a  con- 
ference at  which  they  can  be  discussed. 

Terms  of  Peace. 

There  is  one  thing  which  the  German  govern- 
ment and  German  people  will  have  to  make  up 
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tfieir  minds  to  promptly,  and  that  is  that  the  terms 
of  [K-acc  will  not  be  based  ujwn  the  theory  that 
Germany  has  been  fighting  a  defensive  war.  That 
fiction  is  an  insult  to  the  peoples  with  whom 
they  have  to  deal,  and  any  suggestion  of  it  is 
enough  to  end  negotiations.  At  the  bcgiiming 
of  the  war,  there  was  some  standing  for  the  view 
that  the  outbreak  was  the  result  of  the  strnincd 
situation  which  had  existed  in  Europe  for  a  long 
time,  and  that  responsibility  was  therefore  di- 
vided and  could  not  be  exactly  allocated.  There 
was  much  of  that  sentiment  in  this  country, 
which  was  reluctant  to  believe  that  Germany 
had  deliberately  seized  upon  the  Austrian  as- 
sassination as  an  opportunity  to  precipitate  war. 
But  the  revelations  of  the  Potsdam  conference, 
the  statements  of  the  German  Ambassador  at 
London  and  Dr.  Muhlon,  and  other  like  «vi- 
dence,  have  swept  away  this  charitable  presump- 
tion of  innocence.  Germany  and  Austria  stand 
at  the  bar  as  defeated  conspirators  against  the 
peace  of  the  world. 

Mr.  Balfour  has  summarized  the  necessary 
terms  of  peace  in  the  words,  "Restitution,  Rep- 
aration and  Guarantees  for  the  Future."  Resti- 
tution means  giving  back  what  has  been  taken, 
reparation  means  making  good  the  losses  wan- 
tonly and  unlawfully  inflicted  upon  individuals 
and  public  property;  it  might  justly  include 
more,  but  complete  reparation  is  impossible. 
Guarantees  as  to  the  future  mean  changes  in  the 
political  constitutions  of  the  two  empires  and  a 
breaking  up  of  the  solid  block  of  Central  Europe 
now  included  in  their  dominions,  so  that  nation- 
alties  over  which  they  have  never  had  a  just 
right  to  rule  will  be  released  from  their  author- 
ity. 

Constitutional  Changes. 

It  is  urged  that  the  German  people  should  be 
accorded  the  right  of  having  a  government  of 
their  own  choice,  without  dictation  from  out- 
side. Upon  general  principles  this  cannot  be 
gainsaid  and  the  only  justification  for  inter- 
ference is  that  a  government  may  be  assured 
which  is  unlikely  to  make  another  such  assault 
upon  neighboring  countries.  Democratic  insti- 
tutions in  their  very  nature  are  unfavorable  to 
secret  plotting  and  surprise  attacks.  If  the  Gov- 
ernment of  Germany  is  made  fairly  responsive 
to  public  opinion  the  people  will  not  be  likely  to 
surrender  their  power,  and  there  will  be  no  such 
offensive  exercise  of  power  as  has  characterized 
that  Government  in  the  past.  The  German  peo- 
ple have  come  from  a  liberty-loving  ancestry. 
Their  primitive  institutions  were  democratic  in 
character,  and  have  been  the  basis  of  the  free 
institutions  of  the  Anglo-Saxon  race.  The  de- 
velopment, in  the  direction  of  parliamentary  in- 
stitutions was  under  the  insular  conditions  of 
England,  and  toward  autocratic  institutions  in 
Germany  is  traceable  to  their  immediate  contact 
with  surrounding  foes  throughout  their  history. 
Under  the  autocratic  leadership,  which  has  finally 
brought  them  to  disaster,  they  became  a  great 


nation,  and  they  were  not  very  unlike  other  peo- 
ples in  their  disinclination  to  change  that  which 
they  believed  to  have  served  them  well. 

The  Present  Qcrman  Oovemment. 

The  German  Empire  is  a  confederation  of  25 
states  and  one  imperial  territory,  Alsace-Lor- 
raine. Prussia  is  the  dominant  member  and  the 
King  of  Prussia  is  by  that  fact  Emperor.  The 
upper  legislative  body,  known  as  the  Bundesrat, 
is  a  Federal  Council,  composed  of  representa- 
tives of  the  ruling  powers  of  the  states,  that  is  to 
say,  of  the  royal  and  princely  families.  The 
members  are  appointed  and  instructed  by  the 
rulers.  There  are  61  metnbers  of  the  Bundes- 
rat, of  which  Pnissia  has  17,  and  these  are 
appointed  by  the  Emperor  as  his  representatives. 
He  also  appoints  3  for  Alsace-Lorraine.  The 
approval  of  the  Bundesrat  is  necessary  to  all 
leg'slation  and  its  proceedings  are  in  secret. 

The  popular  legislative  body  is  the  Reichstag, 
a  body  of  397  members,  for  the  election  of  which 
all  male  citizens  aged  25  years  or  over  may  vote, 
but  there  has  been  no  re-arrangement  of  dis- 
tricts since  1871,  with  the  result  that  the  indus- 
trial districts  are  inadequately  represented.  The 
Reichstag  is  not  as  powerful  a  body  as  the  House 
of  Representatives  at  Washington  or  the  House 
of  Commons,  as  the  executive  authority  is  less 
dependent  upon  it.  Appropriations  for  particu- 
lar purposes  once  made  are  automatically  con- 
tinued from  year  to  year.  The  Reichstag  has  no 
power  over  the  ministry,  as  in  Parliament,  and 
none  over  the  Emperor,  who  malces  the  ministers. 
Even  the  Bundesrat  was  not  consulted  upon  the 
declaration  of  war.  The  two  Emperors  at 
Berlin  and  Vienna  put  their  countries  into  this 
war  by  their  own  will  and  authority. 

The  government  of  Prussia,  the  dominant 
state  in  the  empire,  is  even  more  autocratic  than 
that  of  the  empire.  The  legislature  is  the 
Landtag,  the  upper  chamber  of  which  is  com- 
posed of  the  nobility,  with  hereditary  privileges 
and  titles,  or  indebted  for  them  to  the  Emperor. 
Tlie  lower  house  is  elected  by  manhood  suflFrage, 
but  under  a  system  which  in  this  age  is  remark- 
able. The  voters  of  each  electoral  district  are 
divided  into  three  classes  according  to  the  amount 
of  taxes  they  pay,  and  these  groups  arc  entitled 
to  elect,  each  for  itself,  an  equal  number  of 
representatives.  The  result  designed  and  accom- 
plished is  that  the  small  group  of  the  heaviest 
tax-payers  has  as  large  a  representation  in  the 
House  as  the  great  body  of  voters  in  the  third 
class.  It  is  a  virtual  nullification  of  the  doctrine 
of  one  man  one  vote.  Finally,  the  King  has  an 
absolute  veto  upon  all  legislation. 

Already  measures  are  under  way,  which,  if 
completed  in  good  faith,  will  radically  cliange 
these  features. 

Qcrman  Territorial  Losses. 

TTie  hardest  feature  of  the  peace  terms  will 
not  be  the  changes  in  the  form  of  government, 
but  the  loss  of  territory  and  population.    It  will 


be  hard  for  Germany  to  give  up  Alsace  and  Lor- 
raine, particularly  the  latter,  in  which  the  chief 
iron  and  steel  development  has  taken  place  since 
1870,  but  it  will  be  harder  still  to  give  up  the 
provinces  of  Silesia  and  Posen,  and  perhaps 
West  Prussia,  on  the  east,  which  belonged  to  the 
old  Kingdom  of  Poland.  The  population  of  the 
first  two  is  chiefly  Polish,  and  this  is  largely  true 
even  of  West  Prussia,  the  capital  of  which,  Dan- 
zig on  the  Baltic,  is  the  natural  port  for  all  of 
Poland.  The  difficult  feature  of  this  situation  is 
that  the  province  of  East  Prussia,  lying  east  of 
West  Prussia,  has  for  the  most  part  a  German 
population,  and  naturally  should  remain  with  the 
German  nation. 

But  even  after  these  terms,  which  are  fore- 
shadowed in  President  Wilson's  notes,  have  been 
imposed,  Germany  will  remain  next  to  Russia 
the  most  important  country  of  Europe  in  area  of 
territory  and  in  population,  and,  of  course,  far 
ahead  of  Russia  in  industrial  importance.  The 
provinces  she  seems  fated  to  lose  have  a  popula- 
tion of  about  12,000,000,  and  she  will  have  not 
far  from  60,000,000  remaining,  a  compact  and 

»  homogeneous  body  of  industrious,  frugal  and 
efficient  people.  Besides  these  there  are  7,000.000 
to  8,000,000  people  in  the  German  provinces  of 
-Austria  who  will  be  natural  allies,  and  in  the 
break-up  of  the  Austrian  Empire  and  the  wreck 
of  imperial  houses  may  conclude  to  cast  in  their 
lot  wholly  with  Germany.  If  this  should  be  the 
outcome,  Germany  would  have  not  far  from  the 
same  population  as  before  the  war,  and  composed 
wholly  of  people  of  her  own  race  and  having 
their  natural  home  within  her  boundaries  and 
under  her  institutions. 

Dismemberment  of  Austria-Hung:ary. 

The  results  of  the  war  to  the  Austro-Hun- 
garian  Empire  will  be  far  more  serious,  because 
that  Empire  is  a  conglomeration  of  races  now 
eager  for  independence  or  to  be  attached  to  ad- 
joining nations  with  which  they  are  racially  af- 
filiated. 

According  to  census  returns  of  1900  there 
were  at  that  time  about  45,500,000  people  in 
Austria-Hungary,  divided  among  races  as  fol- 
lows: 

Ofrman    11,300.000 

MaRyar     8,751,877 

Latin: 

Rumanians    3,0.10,442 

Italians     727,102 


Slavic : 

Poles     4,252.483 

Rathenlant    3.811.017 

Slovmes    1.192,780 

.Serbians    and    Crotians 3,442.129 

Cifchs  and  Slovak! 7,975.038 

Olbcr  nationalities    


3,757,544 


20.673.447 
915,604 


45,398,472 

The  Slavs  of  the  several  groups,  including  the 
Czechs,  came  to  the'r  present  homes  from  what 
is  now  Russia,  settling  in  territory  vacated  by 
Germanic  tribes  as  the  latter  moved  westward. 
The  Magyars,  or  Hungarians,  also  came  from  the 
present  Russia,  but  were  originally  from  Asia. 


The  Rumanians  have  a  strong  Latin  strain,  de- 
rived from  Roman  colonists  of  the  period  of  the 
Empire.  The  kingdoms  of  Bohemia,  Poland  and 
Hungary  were  independent  for  centuries,  but  the 
royal  families  intermarried  with  each  other  and 
with  the  Hapsburgs,  the  royal  house  of  Austria, 
which  was  also  for  a  long  time  the  imperial  house 
of  Germany.  The  wars  with  the  Turks  forced 
the  countries  into  close  relations,  and  finally  the 
Bohemian  Kingdom  came  fully  under  the  dom- 
ination of  Austria.  The  Hungarians  have  main- 
tained their  autonomy  to  a  greater  extent,  but 
have  been  united  with  Austria  in  a  dual  mon- 
archy, having  a  monetary  system  in  common  and 
common  control  over  the  army,  navy  and  foreign 
offices.  This  combination  of  Germans  and  Hun- 
garians has  ruled  the  Empire.  It  has  not  been  a 
happy  family,  but  prior  to  this  war  the  hopes  of 
the  various  submerged  elements  had  been  for  a 
federated  empire,  in  which  they  would  be  al- 
lowed complete  local  autonomy.  It  is  probable 
that  if  their  wishes  in  this  respect  had  been  met 
in  a  liberal  spirit  the  interests  of  the  entire  popu- 
lation would  have  been  served  more  effectually 
than  by  the  dismemberment  which  now  seems 
inevitable. 

The  Bohemian  statesman,  Polacky,  in  1848 
said  that  if  there  was  no  such  empire  as  Austria 
it  would  be  necessary  to  create  one,  meaning  that 
for  that  part  of  Europe  a  composite  empire  was 
the  logical  organization,  but  he  gave  warning  that 
it  must  be  a  federation  based  upon  racial  equality 
or  it  would  not  stand. 

Internal  Weakness. 

But  neither  the  Austrian  nor  German  govern- 
ments have  been  successful  in  developing  a  feel- 
ing of  loyalty  and  affection  in  these  racial  groups 
within  their  territories.  The  latter  have  not  only 
maintained  their  racial  identity  but  their  old  na- 
tional feeling,  and  regard  themselves  as  subject 
peoples.  They  hunger  for  freedom;  they  are  re- 
proached as  traitors  but  instead  of  denying  it 
they  avow  it.  Did  not  the  central  powers  know 
that  this  discontented  population  was  a  weak- 
ness in  their  midst?  If  not.  their  blindness  is  now 
evident  and  is  one  of  the  lessons  of  the  war.  A 
nation  which  neglects  to  satisfy  the  normal  as- 
pirations of  its  people,  or  which  fails  to  win  their 
loyalty,  neglects  or  fails  at  its  peril.  These  na- 
tionalities want  nothing  but  independence  now, 
but  possibly  federations  may  be  arranged  in  after 
years  if  economic  interests  will  be  served  thereby. 

The  answer  which  President  Wilson  has  given 
to  the  Austro-Hungarian  Government  shows  that 
this  country  is  committed,  with  its  Allies,  to  the 
erection  of  a  Czecho-Slovak  state,  composed  of 
Bohemia  and  Moravia,  which  had  a  population 
in  1900  of  8,700,000.  The  provinces  of  Austria 
and  Hungary  on  the  south,  inhabited  by  Jugo- 
.Slavs  will  probably  be  incorporated  in  a  greater 
Servia,  the  Rumanians  of  Transylvania,  now  a 
part  of  Hungary,  will  probably  be  attached  to 
Rumania,  while  Galicia,  now  a  part  of  Austria, 


will  doubtless  be  returned  to  Poland.  Whether 
the  alliance  of  Austria  and  Hungary  continues 
will  depend  upon  agreement  among  themselves, 
but  both  of  these  states  will  be  shorn  of  their 
subject  races  in  so  far  as  the  latter  can  be  grouped 
by  themselves.  The  Italian  irredenta  will  be  re- 
turned to  Italy.  Both  Austria  and  Hungary, 
under  the  terms  stated,  will  lose  their  important 
ports  on  the  Adriatic,  Trieste  and  Fiume.  This 
is  a  serious  loss,  and  has  its  regrettable  side,  for 
the  same  reasoning  which  would  claim  for  Po- 
land a  port  on  the  Baltic  would  claim  for  Austria 
and  Hungary  a  like  opening  to  the  Adriatic.  Pos- 
sibly the  commercial  needs  may  be  met  by  treat)'. 

The  Republic  of  Poland. 

The  ancient  nation  of  Poland,  which  the  Allies 
have  determined  to  re-establish,  was  dismembered 
in  the  latter  part  of  the  eighteenth  century,  and 
divided  between  Russia,  Germany  and  Austria. 
Catharine  of  Russia  and  Frederick  the  so-called 
Great  were  the  chief  conspirators.  Maria 
Theresa,  of  Austria,  had  the  grace  and  conscience 
to  publicly  object,  but  finally  took  her  share,  jus- 
tifying herself  by  the  plea  that  if  she  did  not  Rus- 
sia and  Germany  would  make  the  division  be- 
tween themselves,  and  that  the  importance  of 
Austria  would  be  relatively  diminished.  It  was 
said  that  she  even  shed  tears,  at  least  figuratively 
speaking,  over  the  hard  fate  which  compelled 
her  to  participate.  Later,  when  under  somewhat 
similar  circumstances  Austria  made  another  an- 
nexation, Frederick  made  the  caustic  comment 
that  Maria  Theresa  was  "always  weeping  and  al- 
ways taking." 

Akhough  about  140  years  have  passed  since 
the  dismemberment  occurred  the  national  spirit 
is  as  strong  with  the  Polish  people  as  ever  it  was, 
despite  the  most  strenuous  efforts  of  the  govern- 
ments under  which  they  have  lived  to  suppress 
it.  These  efforts  have  been  more  determined  on 
the  part  of  Germany  and  Russia  than  on  the  part 
of  Austria.  The  irrepressible  hopes  of  the 
Polish  people  have  kept  alive  all  these  years  the 
question  of  a  possible  re-establishment  of  their 
national  identity.  The  subject  has  been  a  more 
vital  one  to  Germany  than  to  either  Austria  or 
Russia.  Bismarck  discussed  it  in  his  auto- 
biography, concluding  that  "any  arrangement 
likely  to  satisfy  Poland  in  the  provinces  of  West 
Prussia  and  Posen  and  even  in  Silesia  is  impos- 
sible without  the  breaking  up  and  decomposing 
of  Prussia." 

The  Polish  people  number  approximately  30,- 
000,000,  compactly  located,  but  there  has  been 
an  infiltration  of  Germans  on  the  west  which  may 
be  a  factor  in  fixing  the  border. 

Qennan  Ambitions. 

The  war  thus  ends  with  a  complete  and  ap- 
parently final  frustration  of  the  ambitions  which 
Germany  has  labored  for  years  to  realize,  to  wit, 
the  extension  of  German  influence  over  the  Aus- 
trian Empire,  the  Balkan  countries  and  Turkey 
and  into  the  heart  of  Asia,  not  to  speak  of  an  en- 


larged frontage  on  the  North  Sea  and  a  position 
face  to  face  with  England  on  the  Channel.  She 
was  making  steady  and  rapid  progress  with  her 
policy  of  penetration.  Only  a  few  weeks  before 
she  embarked  on  this  insane  war  England  had 
withdrawn  all  diplomatic  opposition  to  the  Bag- 
dad ra'iway  project.  But  the  opixjrtunity  to 
coerce  Servia  was  a  temptation  which  could  not 
be  resisted,  and  now  all  the  Slav  populations  are 
to  be  released  from  German  dominion  and  a  com- 
plete barrier  of  new  states  raised  between  Ger- 
many and  Russia  and  Germany  and  Asia. 

As  already  indicated  Germany  will  remain  a 
great  and  powerful  state;  this  she  has  a  right  to 
be  by  virtue  of  what  the  German  people  are  in 
themselves.  The  German  nation  loses  so  much 
of  its  power  as  it  held  by  dominion  over  other 
peoples,  who  were  dissatisfied  under  its  rule  and 
wanted  to  be  free.  It  has  lost  the  position  and 
power  by  which  it  hoped  to  extend  its  rule  over 
yet  otlier  unwilling  populations.  It  has  furnished 
another  impressive  object  lesson,  let  us  hope  the 
last  that  will  be  needed  for  the  restraint  of  na- 
tions, of  how  egotism  overleaps  itself  and  falls 
in  humiliation  and  ruin. 

Qermany's  Future. 

But  the  German  people  need  not  despair.  They 
will  be  wise  if  instead  of  lamenting  the  number 
of  their  enemies  and  the  bitterness  of  their  fate 
they  ponder  over  the  reasons  why  the'  whole 
world  rendered  judgment  against  them,  and  why 
a  nation  so  far  removed  and  naturally  pacific  and 
friendly  as  the  United  States  took  up  arms 
against  them. 

Besides  the  losses  of  territory  and  population, 
and  the  losses  of  men  and  property  in  the  war, 
they  will  have  other  costs  and  losses  to  face. 
Nevertheless,  the  German  people  have  great  re- 
sources, not  only  in  wealth  but  in  character.  It 
would  be  a  mistake  as  grievous  as  some  of  those 
committed  by  Germany  for  us  to  conclude  in  the 
anger  of  conflict  that  all  the  good  we  used  to  see 
in  the  German  people  was  illusory.  We  have  the 
German  stock  among  us  and  plenty  of  it  in  our 
armies.  There  is  nothing  illusory  about  the  loyal- 
ty of  the  great  body  of  our  people  of  German 
blood  or  about  the  fighting  spirit  of  their  sons. 
They  are  with  us  and  of  us,  and  we  can- 
not deny  the  qualities  of  the  people  from  whom 
they  sprung.  We  cannot  forget  and  would  not 
belittle  the  contributions  of  Germany  to  civiliza- 
tion ;  we  would  only  ask  that  Germany  return  to 
her  true  ideals  and  give  to  the  world  the  service 
of  which  she  is  capable. 

It  has  been  often  said  in  the  latter  part  of  the 
war  that  it  was  useless  to  try  to  make  a  distinc- 
tion between  the  German  people  and  the  German 
Government,  because  the  latter  was  fully  sup- 
ported by  the  former.  It  was,  however,  dis- 
tinctly the  German  Government,  and  not  the  Ger- 
man people,  who  precipitated  the  war;  President 
Wilson  has  recognized  this  in  demanding  that 
the  form  of  the  German  Government  be  changed 


to  make  it  more  truly  representative  of  the  peo- 
ple, as  a  measure  of  security  to  other  countries. 
Moreover,  it  must  be  considered  that  once  a  na- 
tion is  at  war,  it  is  very  difficult  for  dissenting 
opinion  to  make  itself  known  or  felt.  "My  coun- 
try; may  she  ever  be  right,  but,  right  or  wrong, 
my  country !"  is  a  sentiment  strong  in  America  as 
well  as  in  Germany.  We  must  be  slow  about  ut- 
tering lasting  condemnation  upon  a  people  for 
faith  in  and  loyalty  to  tlieir  government.  It  may  be 
a  misguided  patriotism,  but  it  is  a  patriotism  that 
has  been  too  often  eulogized  to  be  unpardonable. 
Nowhere  is  there  much  patience  with  the  "con- 
scientious objector"  to  the  policies  of  the  Gov- 
ernment in  time  of  war. 

The  Community  of  Nations. 

The  German  people  must  suffer  deeply  for  the 
wrongs  they  have  committed,  but  no  government 
or  generation  can  sin  away  the  rights  of  a  people, 
including  the  rights  of  their  children  of  future 
generations.  The  settlement  should  be  one  that 
is  just  and  that  gives  the  German  people  a  chance 
and  a  hope  for  development  and  prosperity  in  the 
future.  They  must  make  reparation,  but  for  the 
mere  purpose  of  enabling  them  to  do  so,  if  for  no 
other  motive,  they  will  have  to  be  given  a  chance 
to  revive  their  industries  and  trade.  Moreover, 
there  is  a  broader  reason  for  desiring  the  re- 
habilitation and  prosperity  of  Germany,  and  that 
is  that  not  only  will  they  not  be  inimical  to 
the  prosperity  of  other  nations  but  helpful 
thereto.  If  we  hope  for  no  more  wars,  let  us  get 
away  from  the  idea  that  the  prosperity  of  one 
nation  is  injurious  to  other  nations.  It  is  no  more 
true  of  nations  than  of  individuals,  and  it  is  false 
and  mischievous  everywhere.  Nine-tenths  of  the 
ill-feeling  which  disturbs  society  is  due  to  it. 
Wealth  is  not  accumulated  by  getting  it  away 
from  others  but  by  industry  and  genius  in  creat- 
ing new  wealth,  and  new  wealtli  by  whomsoever 
created  is  beneficial  to  all.  The  purchasing  pow- 
ers of  every  country  are  in  its  own  powers  of 
production,  and  the  greater  these  are  the  greater 
its  consumption  and  exchanges  will  be. 

The  German  people,  rid  of  their  imperialistic 
ambitions,  are  entitled  to  a  place  in  the  family  of 
nations  upon  their  merits  as  wealth-producers. 
They  are  able  to  contribute  to  the  common  fund 
of  scientific  knowledge  which  is  the  basis  of  the 
world's  industries.  The  more  rapidly  we  can  un- 
lock the  secrets  of  nature  the  greater  will  be  the 
output  of  industry  and  the  more  bountiful  the 
stream  of  comforts  and  benefits  flowing  out  into 
the  markets  and  back  into  the  homes  of  all  the 
people.  In  this  day  in  whatever  part  of  the  world 
a  discovery'  or  improvement  is  made  it  is  quickly 
put  into  use  in  all  countries.  The  more  com- 
petent minds  there  are  at  work  on  all  problems 
the  better;  the  more  rapid  advancement  there  is 
in  industry  everywhere  the  better,  and  back  of 
all  industrial  progress  there  must  be  hope,  am- 
bition, energy,  rewards,  prosperity. 


Financial  Affairs. 

The  actual  figures  for  the  Fourth  loan  have  not 
been  announced  at  this  writing,  but  it  is  known 
that  every  district  filled  its  quota  with  something 
to  spare,  which  means  that  in  the  aggregate  there 
is  a  handsome  oversubscription.  Furthermore, 
the  loan  has  been  taken  by  the  public  in  a  per- 
fectly bona  fide  manner,  it  being  unnecessary  for 
the  banks  to  take  any  unsubscribed  remainder. 
This  is  as  it  should  be,  and  is  particularly  grati- 
fying in  view  of  the  fact  tliat  within  the  five 
months  preceding  this  offering  of  $6,000,000,000, 
$4,150,000,000  had  been  subscribed  and  paid 
upon  the  Third  Liberty  loan,  besides  about 
$2,000,000,000  of  federal  taxes. 

The  loan  went  slowly  at  first,  considering  its 
size,  more  than  one-half  being  subscribed  in  the 
last  week.  The  reason  obviously  was  that  cor- 
porations and  individuals  of  large  incomes  did 
not  see  their  way  to  subscribe  as  freely  as  for 
the  earlier  loans,  on  account  of  the  increased 
taxation  for  which  they  were  obliged  to  make 
provision.  This  was  foreseen  by  everybody  at 
all  familiar  with  the  situation.  The  following 
paragraph  from  a  letter  received  by  this  Bank 
before  the  loan  campaign  began  describes  the 
position  of  many  business  concerns : 

September  9,  1918. 
"Replying  to  jrour  favor  of  the  7th  instant,  initials  DF,  re- 
garding subscriptions  to  Fourth  United  States  Liberty  Loan,  we 
appreciate  your  offer  to  help  us  carry  the  bonds,  but  wish  to  say 
that  the  law  a^  now  proposed,  will  make  it  absolutely  impossible 
lor  a  corporation  in  our  class  to  subscribe.  The  law  as  pro- 
posed will  conscript  more  than  the  ordinary  available  liquid 
« profits  of  anv  corporation  and  impose  a  penalty  on  paper  prnfits 
if  not  distributed  as  dividends.  All  corporations  are  requiring 
increased  capital  to  carry  the  increased  amount  of  their  book 
accounts  ana  the  increased  value  of  their  working  inventories. 
It  is  quite  certain  that  there  will  be  a  tremendous  shrinkage 
in  the  more  or  less  fictitious  values  of  said  inventories.'* 

As  we  stated  last  month  the  question  was  not 
whether  it  was  the  best  policy  to  take  from  the 
rich  by  taxation  or  by  loans,  but  whether  they 
could  respond  to  both  demands  to  the  extent  ex- 
pected of  them.  The  weakness  of  the  revenue  bill 
as  it  passed  the  House  was  in  not  having  enough 
general  taxation.  All  classes  are  prosperous 
enough  to  stand  more  taxation.  The  private  ex- 
penditures of  the  country  are  on  an  enormous 
scale,  and  are  not  only  impeding  war  work  but 
producing  an  embarrassing  state  of  inflation. 

In  the  last  days  of  the  campaign  the  evident 
need  for  large  subscriptions  brought  round 
amounts  from  thousands  of  corporations  and 
individuals  who  had  held  back  because  they 
questioned  the  prudence  of  "doubling  up" 
in  the  face  of  the  impending  taxation.  The 
taxes  will  not  fall  due  until  next  year,  and  with 
the  turn  the  war  has  taken  perhaps  loans  will 
not  have  to  be  so  heavy  next  year.  They  have 
left  next  year's  problems  to  next  year,  and  are 
putting  this  year's  profits  into  bonds,  trusting  to 
luck  for  the  means  of  paying  the  taxes. 

Future  Liberty  Loans. 

If  terms  of  peace  are  agreed  upon  at  an  early 
day  the  Government's  construction  and  manu- 
facturing program  will  be  considerably  curtailed, 


but  expenditures  upon  the  army  and  navy  will 
necessarily  remain  very  large.  It  must  be  re- 
membered that  tlie  proceeds  of  the  l-ourih  loan 
have  been  to  a  great  extent  anticipated  by  the 
Treasury  and  already  expended,  the  seven  offer- 
ings of  Ireasury  ceriihcaies  having  brought  in 
$4,665,320,0tX).  It  is  evident  therefore  lliat  a 
great  deal  of  money  will  yet  have  to  be  raised  for 
the  war,  both  on  our  own  account  and  for  our 
allies. 

It  is  not  improbable  that  the  European  govern- 
ments which  have  been  borrowing  here  will  want 
to  continue  doing  so  for  some  time  after  they 
have  done  purchasing  war  materials.  They  must 
all  make  heavy  importations  of  food  at  least  for 
a  year  to  come,  and  they  will  also  want  quantities 
of  raw  materials  for  manufacturing,  and  prob- 
ably merchandise,  and  equipment.  These  pur- 
chases cannot  be  made  unless  credits  are  created 
here,  and  of  course  it  is  to  the  interest  of  this 
country  that  such  purchases  shall  be  made,  in 
order  that  the  business  situation  shall  be  sustained 
in  the  critical  period  when  the  war  business  is  dis- 
appearing. If  our  government  should  continue 
making  loans  for  this  purpose  it  will  have  to 
cover  them  by  borrowings  to  an  equal  amount. 

Banking  Conditions. 

On  June  21,  the  twelve  Federal  reserve  banks 
held  bills  discounted  to  the  amount  of  $1,086,- 
023,000  and  Government  securities  to  the  amount 
of  $259,066,000.  On  October  25,  these  items  had 
risen  to  $1,944,787,000  and  $450,311,000.  Their 
consolidated  cash  reserve  against  note  and  de- 
posit liabilities  on  June  21  was  61.7  per  cent,  and 
on  October  25  it  was  49.6  per  cent.  The 
member  banks  reporting  to  tlie  Federal  Re- 
serve Board  held  $1,582,211,000  of  Govern- 
ment securities  on  June  21,  and  $2,539,109,000  of 
such  securities  on  October  25.  Their  loans  and 
investments  outside  of  war  and  Government 
financing  were  $10,328,617,000  on  June  21,  and 
$10,507,763,000  on  October  25. 

This  is  inflation  at  a  galloping  pace.  The 
growth  of  loans  means  more  than  one-time  use 
of  the  new  purchasing  power,  for  the  payments 
return  to  the  banks  as  deposits  in  other  accounts, 
and  become  purchasing  power  to  the  new  owners, 
and  so  are  passed  on  indefinitely  until  someone 
checks  on  them  to  pay  a  debt.  An  attempt  to  use 
more  purchasing  power,  if  unaccompanied  by  a 
corresponding  increase  of  productive  capacity, 
means  higher  prices;  in  other  words,  inflation. 
There  will  be  more  of  it  when  subscribers  to  the 
Fourth  Loan  borrow  to  make  their  payments.  It 
is  not  pleasant  to  watch  it,  but  we  should  watch 
it.  We  have  not  gone  as  far  as  Germany  but 
Germany  never  travelled  faster. 

After  the  war,  earnings  will  have  to  be  di- 
verted from  productive  use  to  sponge  out  this  in- 
debtedness, a  payment  without  return  because  the 
return  has  been  had. 


Bu8ioes8  Prospects. 

The  rapid  development  of  peace  prospects  has 
brought  the  problem  of  post-war  readjustment 
into  immediate  view.  The  first  effect  is  seen  in  a 
spirit  of  hesitation.  Buyers  are  disposed  to  hold 
off  on  purchases  and  sellers  are  more  inclined  to 
let  goods  go.  The  grain  markets  show  weak- 
ness, and  it  is  clear  that  peace  is  consid- 
ered a  bear  argument  in  the  trade.  In  the 
long  run  peace  undoubtedly  will  bring  lower 
prices  for  all  foodstuffs,  but  it  is  difficuh  to 
see  how  it  can  do  so  in  the  near  future.  Early 
in  the  war  it  was  considered  that  the  open- 
ing of  the  Dardanelles  would  release  stores  of 
Russian  grain,  but  Russia  has  no  stores  to  spare 
now.  Moreover,  Russian  conditions  are  so  un- 
settled that  it  is  doubtful  if  that  country  will 
have  any  grain  to  export  next  year.  As  soon 
as  peace  is  established,  Central  Europe  will  want 
foodstuffs  in  large  quantities.  All  the  countries 
that  are  on  rations  will  want  liberal  supplies, 
and  neither  Europe  nor  America  can  produce 
any  more  food  before  next  Summer.  Australia 
has  two  crops  of  wheat  in  store  but  the  trans- 
portation problem  will  be  troublesome  for  more 
than  a  year.  Argentine  supplies  have  been  pretty 
well  moved  out;  the  new  crop,  upon  vyhich  cut- 
ting will  begin  in  about  a  month,  promises  about 
the  same  yield  as  last  year's.  Food  Commis- 
sioner Hoover,  who  is  thoroughly  informed,  says 
that  it  is  even  more  necessary  to  conserve  food 
supplies  during  the  ensuing  year  than  it  was 
last  year. 

Cotton  and  Woolen  Ooods. 

In  cotton  and  woolen  goods  the  situation  is 
somewhat  the  same  as  in  foodstuffs,  although 
the  demand  for  clothing  is  not  so  imperative  as 
for  food.  Central  Europe  is  very  short  of 
clothing,  as  accounts  of  the  spinning  of  paper 
and  nettle  fiber  show.  The  United  States  has 
control  of  present  stocks  of  wool  in  this  coun- 
try and  has  sent  a  commission  to  Argentina  to 
buy  the  crop  now  coming  on  that  market,  but 
if  it  does  not  call  the  new  classes  of  recruits, 
it  will  hardly  want  all  the  uniforms  it  has  plan- 
ned to  make.  The  trade  is  confident  that  the 
civilian  demand  will  take  all  the  wool  the  Gov- 
ernment releases,  and  no  doubt  it  will,  at  a  price. 
Will  the  civilian  demand,  strengthened  by  the 
markets  of  Central  Europe,  sustain  prices  at  or 
near  the  present  level?  The  best  authorities 
think  no  great  decline  is  probable  in  the  coming 
year.  The  British  Government  is  in  contract  for 
all  the  wool  produced  in  her  dominions  for  a 
period  including  one  crop  after  the  end  of  the 
war,  and  as  her  territories  produce  nearly  one- 
half  of  the  world's  wool,  she  is  in  position  to 
sustain  the  price  and  has  an  interest  in  doing  so. 

It  has  been  constantly  assumed  that  the  end 
of  the  war  would  bring  higher  prices  for  cotton 
than  it  has  yet  reached,  but  of  late  the  contrary 
view  has  obtained  considerable  support.  The 
price  is  now  about  five  cents  per  pound  lower 


than  several  months  ago.  There  can  be  no  doubt 
that  cotton  goods  are  very  much  wanted  all  over 
the  world,  but  whether  or  not  present  prices  dis- 
count tliis  demand  is  a  question  for  experts.  It 
probably  depends  in  part  upon  general  industrial 
conditions. 

Although  the  Government  is  going  ahead  with 
contracts  for  army  supplies,  it  has  held  up  plans 
for  construction  work  in  some  mstances  and 
has  cancelled  some  contracts  for  distant  deliv- 
eries. The  ship-building  program  has  been  modi- 
fied so  that  no  more  wooden  ships  will  be  built, 
and  the  expansion  of  yard  capacity  is  prob- 
ably over.  Some  $60,000,000  of  contracts  for 
steel  transports  have  been  cancelled. 

Industrial  Situation. 

Business  prospects  hinge  of  course  upon  the 
question  of  employment,  and  that  in  turn  de- 
pends upon  the  urgency  of  the  consumptive  de- 
mand for  products.  It  is  beyond  question  that 
there  is  plenty  of  work  at  home  and  abroad  which 
ought  to  be  done;  the  whole  world  is  short  of 
consumable  goods  and  behind  on  construction 
work.  The  question  is,  will  private  consumers 
buy  freely  and  private  enterprise  go  ahead  freely 
upon  the  present  level  of  prices,  in  view  of  the 
fact  that  prices  are  sure  to  make  important  re- 
cessions after  all  the  men  now  in  the  annies  and 
war  industries  are  returned  to  peace  work? 

The  war  work  goes  ahead  regardless  of  cost, 
but  private  consumption  is  reduced  by  high  prices 
and  private  investors  will  hesitate  to  place  capi- 
tal at  high  initial  cost,  when  there  is  a  probabil- 
ity that  the  same  property  can  be  obtained  later 
at  a  cost  materially  less. 

For  example,  building  operations  have  been 
curtailed  for  several  years,  and  no  doubt  a  large 
amount  of  such  work  would  be  done,  if  prices 
were  nom.al.  But  will  an  investor  build  at  the 
present  level  of  costs,  when  by  waiting  a  year  or 
two,  he  may  be  able  to  do  so  at  20  to  40  per 
cent  lower  cost?  Real  estate  men  have  con- 
fidence in  active  building  operations.  They  are 
sure  dwelling  houses  are  needed  and  think  there 
has  l)een  an  accumulation  of  capital  which  will 
be  so  used.  They  look  for  a  considerable  con- 
version of  Liberty  Bonds  into  home  properties. 
They  also  look  for  activity  in  office-building  con- 
struction. It  is  probable  that  the  realization 
of  their  hopes  depends  mainly  upon  the  general 
state  of  employment  and  business,  and  that  is 
the  case  in  many  lines. 

Favorable  Factors. 

What  are  the  conditions  which  are  definitely 
favorable  to  trade  and  industry?  In  the  first 
place  agriculture  is  prosperous  and  quite  cer- 
tainly will  be  for  the  year  to  come,  and  this 
means  buying  power  in  the  largest  single  group 
of  the  population.  The  foreign  demand  for  all 
raw  materials  shou'd  be  large,  which  includes 
the  metals,  copper,  lead,  zinc  and  silver,  and  the 
districts  in  which  these  arc  produced  should  be 
busy.     The   demand    for   cotton   and    cotton 


goods  should  be  such  as  to  make  the  South 
prosperous,  and  to  give  employment  to  the 
mills  in  all  sections.  Ship-building  presum- 
ably will  continue  throughout  next  year,  and 
this  will  not  only  give  employment  in  the  yards 
but  furnish  an  outlet  for  steel.  The  agricul- 
tural implement  business  will  also  have  a  large 
export  trade,  and  will  use  an  important  amount 
of  steel.  The  automobile  industry  showed  no 
signs  of  being  affected  by  the  rise  of  materials, 
and  only  asks  to  have  the  latter  supplied.  Ma- 
chinery of  many  kinds  will  be  wanted  for  re- 
placement abroad.  Lumber  and  builders'  hard- 
ware and  steel  and  railway  equipment  presum- 
ably will  be  wanted  abroad  for  rebuilding,  but 
the  extent  of  this  demand  cannot  be  calculated. 
Speaking  generally,  foreigfii  trade  should  be  bet- 
ter than  before  the  war,  if  means  are  found  by 
which  would-be  customers  can  make  payment. 
It  may  as  well  be  recognized  at  the  outset  that 
this  question  of  how  payment  can  be  made  is  a 
vital  one. 

Foreign  Trade. 

Numerous  conventions,  associations,  commit- 
tees and  officials  are  busy  discussing  and  plan- 
ning to  increase  our  export  trade,  and  we  are 
with  them  in  their  efforts,  but  almost  nothing  is 
said  about  this  fundamental  matter  of  how  our 
foreign  customers  are  to  make  payment.  This  is 
not  a  question  of  their  solvency,  or  of  whether 
sales  shall  be  on  90  days  or  6  months  time;  it 
is  the  question  of  the  equilibrium  in  foreign  rela- 
tions, or  in  bankers'  language,  the  question  of 
"exchange."  The  United  States  has  changed 
over  from  being  a  debtor  nation  to  the  position 
where  it  will  have  a  large  balance  of  payments 
in  its  favor.  This  means  new  relations  and  ob- 
ligations, and  has  direct  bearing  upon  foreign 
trade. 

The  loans  of  the  United  States  Government 
to  foreign  Governments  now  amount  to  about 
$7,000,000,000,  and  before  this  lending  stops  it 
is  probable  that  including  bank  loans  the  total  in- 
debtedness to  this  country  will  be  fully  $10,000,- 
000,000,  upon  which  the  annual  interest  charge 
will  be  over  $400,000,000  per  year.  Moreover, 
we  have  bought  back  most  of  the  American  se- 
curities that  were  held  abroad.  We  have  nearly 
always  had  a  merchandise  trade  balance  in  our 
favor,  and  for  the  ten  years  immediately  preced- 
ing this  war  it  averaged  $498,000,000  per  year, 
but  this  was  practically  counterbalanced  by  the 
charges  and  services  of  various  kinds  for  which 
we  owed  Europe.  Important  among  these  items 
were  interest  and  dividend  payments  and  ship- 
ping charges  on  our  overseas  trade. 

Now  we  are  proposing  to  have  a  great 
fleet  of  our  own,  and  so  cut  down  our  payments 
of  freight  charges;  the  interest  and  dividend 
payments  will  be  largely  reduced,  and  on  the 
other  hand  we  will  have  this  new  offset  of  $400,- 
000,000  to  $500,000,000  per  year  on  interest  ac- 
count. 


The  reader  will  possibly  say  that  this  makes 
the  future  look  very  rosy,  but  we  would  beg  him 
to  consider  this  favorable  situation  with  relation 
to  the  plans  for  enlarging  our  export  trade.  How 
will  our  foreign  customers  make  payment  for 
even  such  a  merchandise  trade  balance  as  we 
have  had  in  the  past,  not  to  mention  a  larger  one  ? 
They  cannot  pay  it  in  gold.  The  total  production 
of  gold  in  the  world  outside  of  the  United  States 
is  only  about  $400,000,000  per  year,  and  it  is  per- 
fectly certain  that  foreign  governments  will  not 
allow  it  all  to  be  sent  to  the  United  States  for 
goods. 

Unbalanced  Exchanges. 

We  have  seen  within  recent  months  a  general 
state  of  confusion  in  the  foreign  exchanges  be- 
cause gold  was  not  available  to  settle  balances. 
Even  now  a  resident  of  Canada  who  has  a  pay- 
ment to  make  in  the  United  States  must  pay 
about  2  per  cent  premium  to  obtain  the  means  of 
doing  so;  that  is  to  say,  a  bank  draft  on  New 
York  or  any  of  the  financial  centers  on  this  side  of 
the  line  costs  a  premium  of  2  per  cent.  This  is 
because  there  is  a  large  balance  of  trade  in  our 
favor,  and  the  Canadian  Government  does  not 
permit  tlie  shipment  of  gold,  and  for  the  time  be- 
ing we  cannot  take  Canadian  securities  because 
our  own  Government  is  wanting  all  of  our  lend- 
ing power. 

On  the  other  hand,  it  costs  about  5  per  cent 
in  New  York  today  to  get  a  draft  on  Buenos 
Aires,  and  the  reason  is  that  our  Government 
docs  not  permit  shipments  of  gold.  The  sit- 
uation would  be  much  worse  but  for  the  fact 
that  the  Argentine  Government  has  granted  a 
large  credit  in  Buenos  Aires  to  the  United  States 
Government,  which  the  latter  is  selling  to  Amer- 
ican importers  who  have  payments  to  make  at 
Buenos  Aires.  The  situation  between  this  coun- 
try and  Spain  has  been  much  worse:  a  few 
months  ago  it  cost  in  New  York  a  premium  of  50 
per  cent  upon  the  face  of  a  Spanish  invoice  to 
get  a  draft  on  Madrid.  This  situation  has  been 
helped  by  an  operation  similar  to  that  in  Argen- 
tina, to-wit,  by  a  loan  of  credit  negotiated 
through  Government  channels. 

As  between  Italy  and  the  United  States,  the 
situation  has  been  still  more  out  of  joint.  It 
has  been  costing  100  per  cent  premium  in  Italy 
to  buy  a  draft  on  New  York;  that  is  to  say, 
a  would-be  buyer  of  American  goods  who  had 
an  Italian  bank  deposit  at  his  command  would 
have  to  pay  100  per  cent  above  the  normal 
par  of  exchange  to  get  his  Italian  credit  con- 
verted into  an  American  credit.  It  meant  doub- 
ling the  cost  of  American  goods  to  him.  This 
again  was  because  the  balance  of  payments  was 
heavily  in  favor  of  the  United  States,  and 
neither  gold  nor  securities  could  be  used  to 
settle  it. 

It  is,  of  course,  common  knowledge  that  the 
exchange  relations  between  Great  Britain  and 


the  United  States  have  been  sustained  during 
the  last  four  years,  first  by  heavy  shipments 
of  gold  and  sales  of  American  securities,  and 
as  stocks  of  these  were  exhausted,  by  borrow- 
ing in  the  New  York  market  and  finally  by  bor- 
rowing from  the  United  States  Government.  But 
for  the  creation  of  credits  in  this  manner  it  is 
evident  that  our  sales  of  products  to  Great 
Britain  must  have  long  since  ceased. 

A  premium  is  inevitable  when  payments  run 
heavily  one  way,  and  if  trade  is  one-sided  the 
balance  must  be  made  up  by  the  conveyance  of 
other  values.  Unless  this  is  accomplished  the 
rising  premium  will  discourage  and  check  the 
continuance  and  growth  of  such  trade.  The 
greater  the  balance  of  payments,  in  the  aggregate, 
in  favor  of  the  United  States,  the  higher  will  be 
the  premium  our  debtors  or  customers  will  have 
to  pay.  This  is  the  process  by  which  the  natural 
laws  of  trade  maintain  or  rc-estabUsh  an  equilib- 
rium. 

It  will  be  evident  to  the  thoughtful  reader  that 
this  is  a  very  interesting  and  important  subject, 
and  we  shall  recur  to  it  again.  Meantime,  the 
problem  is  as  stated  and  the  reader  can  grapple 
it  for  himself. 

The  Wage  Question. 

The  question  of  costs  is  mainly  a  question  of 
wages,  because  the  cost  of  materials  of  every 
kind  consists  mainly  of  wages.  The  most  seri- 
ous element  in  the  situation  therefore  is  the  fact 
that  there  is  little  prospect  for  an  early  reduc- 
tion of  living  costs.  As  stated  above,  food  and 
clothing  are  not  likely  to  decline  very  much  in 
price  in  the  year  to  come,  for  these  are  things 
which  Europe  will  certainly  want,  and  the 
supply  cannot  be  meantime  increased.  Event- 
ually these  prices  will  fall,  but  not  until  new 
crops  can  be  grown. 

It  is  always  a  difKcult  matter  to  readjust 
wages  downward,  and  few  people  will  regard 
it  as  desirable  from  the  broad  standpoint  of 
public  policy  to  have  wages  reduced  while  the 
cost  of^  living  remains  as  high  as  at  present. 
Such  action  would  have  an  injurious  effect 
upon  business  even  if  accepted  without  con- 
troversy, because  it  would  reduce  the  purchas- 
ing power  of  millions  of  consumers.  If  it  is 
necessary  to  readjust  the  general  level  of 
values  it  is  important  that  wages  and  prices 
move  together,  and  it  ought  not  to  be  a  subject 
of  heated  controversy  but  of  intelligent  con- 
ference between  employers  and  wage-earners 
and  upon  a  fair  basis. 

Here  then  is  the  difficulty  which  threatens: 
that  there  may  not  be  a  sufficient  demand  for 
construction  work  at  the  high  level  of  prices 
to  keep  the  industries  employed,  although  an 
ample  demand  is  in  waiting  at  something  like 
normal  prices.  How  can  the  situation  be  sup- 
ported at  least  until  the  cost  of  such  necessi- 
ties as  food  and  clothing  have  made  the  de- 
cline which  may  be  expected  of  them? 
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Prosperity  In  War  and  Peace. 

The  war  has  taught  the  lesson  that  the  pro- 
duction of  all  the  things  that  are  necessary  to 
the  comfort  and  welfare  of  the  population  may 
be  very  much  greater  than  it  has  been  in  the 
past.  Notwithstanding  all  the  men  who  have 
gone  from  the  farms  to  the  war  and  to  the  war 
industries,  the  farms  have  had  a  larger  produc- 
tion in  the  last  four  years  than  in  any  other  four 
years  of  their  history;  notwithstanding  all  the 
miners  who  have  gone  to  the  war  and  to  other 
industries  the  production  of  coal  has  been  greater 
than  ever;  notwithstanding  the  number  of  men 
lost  to  the  railways  the  volume  of  traffic  handled 
has  been  greater  than  ever.  And  so,  if  we  go 
through  all  of  the  principal  industries,  producing 
necessities,  we  find  that  the  output  has  been 
greater  than  ever.  This  is  the  result  of  a  more 
complete  employment  of  all  our  productive  ener- 
gies than  we  have  ever  had  before. 

On  the  face  of  things  we  have  had  a  period 
of  great  prosperity  during  the  war.  The  earn- 
ings of  wage-earners  have  been  greater  than 
ever  before,  and  apparently  they  have  lived 
better  and  saved  more  than  in  average  times. 
Farmers  and  business  men  are  generally  pros- 
perous. It  seems  like  a  paradox  that  such  should 
be  the  case  as  the  result  of  a  wholesale  destruc- 
tion of  wealth,  and  there  is  much  that  is  unreal 
and  illusory  in  this  appearance.  A  great  many 
people  have  suffered  severe  losses  by  the  war". 
The  holdings  of  Liberty  Bonds,  although  wealth 
to  the  individual  owners  are  not  wealth  to  the 
nation ;  they  are  simply  claims  on  the  Govern- 
ment revenues  in  the  future.  The  normal  de- 
velopment of  the  country  has  been  checked  in 
many  respects,  since  the  United  States  became  a 
belligerant. 

Nevertheless,  so  great  has  been  the  increased 
production,  as  a  result  of  the  unity  and  energy 
with  which  the  people  have  devoted  themselves 
to  industry  that  the  country  probably  has  gained 
in  wealth  since  it  entered  the  war,  and  certainly 
has  gained  largely  during  the  last  four  years. 
It  is  stimulating  to  think  of  what  the  gains  would 
have  been  if  all  this  newly  gained  energy  and 
efficiency  had  been  expended  upon  permanent 
improvements  in  the  industrial  equipment. 

Even  more  paradoxical  than  a  period  of  pros- 
perity during  the  war  would  be  a  period  of  idle- 
ness, depression  and  distress  following  the  war. 
Idle  men  and  idle  machinery  mean  waste  just 
as  truly  as  do  the  destruction  of  their  products 
in  war.  It  is  highly  important  in  order  to  mini- 
mize the  difficulties  likely  to  arise  in  the  transi- 
tion from  war  conditions  to  peace  conditions  that 
there  shall  be  plenty  of  work  available  for  the 
labor  of  the  country,  and  that  the  productive 
agencies  of  the  country  be  worked  to  their  full 
capacity.  The  hopes  that  are  entertained  for 
better  living  conditions  than  have  prevailed  in  the 


past  can  only  be  realized  by  retaining  some  meas- 
ure of  the  greater  production  which  has  been 
shown  to  be  possible. 

A  period  of  transition  which  affects  industry 
generally  is  a  period  of  danger,  because  there  is 
a  probability  of  disorganization.  In  time  of 
peace  the  industries  are  dependent  upon  each 
other  and  it  is  difficult  for  them  to  act  together 
where  an  extensive  new  programme  is  required. 

Leadership  Wanted. 

It  is  natural  under  such  circumstances  that 
they  should  look  to  the  Government  for  lead- 
ership, as  no  one  else  can  speak  with  author- 
ity or  command  prompt  co-operation.  There 
is  an  especial  reason  at  this  time  for  looking 
to  Washington.  The  railroads  are  the  most 
practicable  agencies  for  creating  an  exten- 
sive program  of  construction  work,  and  the 
railroads  are  now  under  Government  control. 
It  would  be  impossible  for  the  companies  under 
the  present  circumstances  to  undertake  upon 
their  own  responsibility  large  expenditures  for 
betterments  the  results  of  which  could  not  be 
realized  for  years  to  come,  because  of  the  un- 
settled state  of  their  relations  with  the  Govern- 
ment, but  it  might  be  possible  for  the  com- 
panies and  the  Government  to  agree  upon  a 
more  or  less  elastic  program  of  development. 
The  municipalities  also  are  in  position  to  do 
much.  Their  expenditures  for  improvements 
have  been  curtailed  and  might  be  expanded 
somewhat  above  the  average  rate.  The 
states  and  counties  might  develop  an  extensive 
policy  of  highway  construction.  Drainage  and 
irrigation  furnish  other  fields  of  operation. 

If  a  general  policy  of  this  kind  was  developed 
and  the  cooperation  of  communities  the  coun- 
try over  was  asked,  sufficient  work  probably 
could  be  brought  into  sight  to  stabilize  the  sit- 
uation, and  once  assurance  was  given  that  the 
situation  would  be  supported  private  enter- 
prise would  be  encouraged  to  go  ahead  on  its 
own  account. 

The  proposal  of  course  does  not  contemplate 
useless  expenditures.  So  far  as  the  railways 
are  concerned  it  would  simply  be  that  the  im- 
provements which  have  been  postponed  in  the 
past  for  want  of  funds  should  not  be  longer 
delayed  on  account  of  the  unsettled  relations 
with  the  Government.  A  comprehensive  pro- 
gram of  railroad  reorganization  and  development 
is  undoubtedly  required.  As  to  the  municipali- 
ties and  other  governmental  agencies  it  means 
that  they  act  promptly  and  in  unison  in  doing 
work  which  their  growth  and  prospects  make 
it  desirable  to  do  at  no  distant  day.  These  or- 
ganizations can  afford  to  supply  leadership  be- 
cniise  they  represent  the  public,  and  any  cost 
which  may  result  from  getting  their  work  done 
before  wages  and  prices  have  fallen  will 
be  fully  made  good  to  them  by  the  general 
prosperity  of  their  communities.  The  Govern- 
ment has  guaranteed  a  net  return  to  the  railroads 


for  a  period  of  twenty-one  months  after  the  war 
and  it  is  financially  interested  in  maintaining  the 
earnings. 

Post- War  Experience. 

There  are  many  inquiries  as  to  business  con- 
ditions following  the  wars  of  the  past,  but  every 
such  experience  had  features  pecuHar  to  itself, 
which  make  it  difficult  to  draw  lessons  applic- 
able to  present  problems.  At  the  close  of  the 
Civil  War  in  April,  1865,  this  country  was  still 
distinctively  an  agricultural  community  and  the 
armies  scattered  to  the  farms  and  the  new  lands 
which  were  open  to  homestead  entry  in  the  West. 
There  was  no  very  marked  change  in  business 
conditions  for  a  year  or  two  following  the  close 
of  hostilities,  except  that  the  gold  premium  de- 
clined, which  aflfected  the  prices  of  commodities 
entering  international  trade.  Farm  products 
were  higher  than  during  the  war  from  light  crops 
and  foreign  influences. 

Hunt's  Magazine  for  January,  1868,  gives  the 
following  table  of  comparative  prices  compiled 
from  quotations  at  New  York  the  first  of  each 
of  the  years  given,  also  the  price  of  gold  at  the 
time,  as  this  measures  the  depreciation  of  the 
currency.  The  table  is  interesting  for  many  rea- 
sons. 


There  are  frequent  comments  in  the  Magazine 
upon  the  high  cost  of  living.  The  July  number, 
1866,  says,  that  "wages  are  higher  than  ever," 
which  indicates  that  there  had  been  no  industrial 
reaction  up  to  that  time.  The  August  number, 
1866,  speaks  of  prospenty  of  the  railroads,  and 
says  that  notwitlistanding  light  crops  of  previous 
year,  earnings  had  not  declined.  Money  was 
easy,  and  there  was  considerable  stock  specula- 
tion in  Fall  of  1866.  The  Magazine  speaks  of 
a  "pletliora  of  capital." 

In  March,  186/,  however,  the  Magazine  has 
an  editorial  on  the  "Prevailing  Commercial  De- 
pression," which  it  attributes  largely  to  the 
failure  of  Congress  to  promptly  dispose  of  the 
fluctuating  paper  currency.  Other  people  said 
that  the  depression  was  due  to  the  policy  of  retir- 
ing the  greenbacks,  which  Secretary  McCulloch 
was  then  pursuing.  They  said  he  was  appreciat- 
ing them  and  shrinking  currency  values  too  rap- 
idly. There  was  sharp  controversy  upon  the 
subject  and  February  4,  1868,  Congress  passed 
an  act  stopping  the  contraction  of  the  currency. 

In  November,  1867,  an  editorial  says  there 
was  much  idle  capital,  that  for  three  years  it 
had  been  accumulating,  while  the  supply  of  se- 
curities had  been  diminishing  rather  than 
increasing,  owing  to  purchases  by  Europe. 
Money  was  very  cheap  in  London. 


From 


1861       1862 


1863        1864 


1865        1866 


1867        1808 


American  Gold  

Ashes,  pots  100  lbs 

Wheat  flour,  state,  bbl 

Wheat  flour,  best  Genesee  . . . 

Corn  meal,  Jersey  

Wheat,  white  Ohio  

Wheat,  Red  Western 

Oats,    State    

Corn,  Western   

Cotton,  mid.  up 

Fish,  dry  Cod,  100  lbs 

Fruits,  currants,  lb 

Bunch  raisins,  per  box 

Hops,  per  pound   

Iron,   Scotch  pig,  per  ton   ... 
Iron,  English  bars,  per  ton  ... 

Latlis,  per  thousand 

Lead,  Spanish,  per  ton 

Leather,  hemlock,  sole,  per  lb. 

Lime,  per  barrel  

Molasses,  New  Orleans  

Oil,  Crude  Whale,  gal 

Pork,  old  mess  bbl 

Hams,  per  lb.  pickled 

Butter,  State   

Rice,  ^ood,  100  lbs 

Salt,  Liverpool  ground,  etc  . . . 

Sugar,   Cuba,   good    

Wool,  fleece  


Par 

$1.03  J4 

$1.3354 

$1.52 

$2.27 

$1.4454 

$1.33 

$1.3354 

6.00 

6.25 

8.50 

8.50 

11.75 

9.00 

8.50 

8.25 

8.35 

5.50 

6.05 

7.00 

10.00 

8.75 

11.00 

10.00 

7.50 

7.50 

8.75 

11.00 

15.00 

14.00 

16.00 

14.50 

3.15 

3.00 

4.00 

5.65 

8.80 

4.25 

5.00 

6.15 

1.45 

1.48 

1.53 

1.83 

,     2.60 

2.63 

3.00 

3.00 

1.38 

1.42 

1.48 

1.57 

1     2.45 

2.05 

2.60 

2.40 

.37 

.42 

.71 

.93 

1.06 

.62 

.69 

.80 

.72 

.64 

.82 

1.30 

1.90 

.95 

1.15 

1.35 

.1254 

.35H 

.6854 

.82 

1.20 

.52 

.34 

.16 

3.50 

3.50 

4.50 

6.75 

i     9.00 

9.25 

8.00 

5.50 

.0454 

.09 

.13 

.15 

1       .21 

.15 

.13 

1.75 

3.20 

3.50 

4.10 

'     5.85 

4.40 

3.85 

3.80 

.25 

.20 

.23 

.33 

:       .40 

.50 

.65 

.65 

21.00 

23.00 

33.50 

45.00 

'   63.00 

52.00 

50.00 

36.00 

52.00 

57.00 

77.50 

90.00 

190.00 

130.00 

105.00 

85.00 

1.30 

1.25 

1.45 

1.50 

[     2.40 

5.00 

3.25 

3.00 

5.25 

7.00 

8.00 

10.50 

15.00 

10.00 

7.00 

6.50 

.10^ 

201/2 

.27 

.30 

.42 

.36 

.32 

.28 

.75 

.65 

.85 

1.35 

i     1.15 

1.10 

1.70 

1.85 

.37 

.53 

.65 

.70 

1     1.43 

1.15 

.90 

.85 

.51 

.48 

.83 

1.10 

1.48 

1.60 

1.30 

.70 

16.00 

12.00 

14.50 

19.50 

43.00 

28.50 

19.25 

21.15 

.08 

.06 

.08 

.11 

\       .20 

.1654 

.1254 

.13 

.18 

.19 

.22 

.29 

.55 

.48 

.43 

.45 

4.00 

7.00 

8.75 

10.00 

1    13.00 

12.50 

9.25 

6.50 

.65 

.86 

1.25 

1.85 

'     2.27 

2.00 

.56 

.50 

.0654 

.0854 

.10 

.12 

1       .19 

.13 

.10 

.im 

.30 

.SO 

.60 

.76 

i       .95 

.78 

.68 

.60 

An  editorial  referring  to  the  table  says: 

Wpre  It  posalb1«  to  (five  compsratlve  prioeii  of  manufac- 
tarrs  we  think  It  nould  be  found  thnt  In  that  d«pnrtmeat 
of  Industry  prIrM  have  gonerally  dwilned  more  than  on 
the  prodnrti  hrre  Inatanord.  On  many  kinda  of  Roods  tba 
fall  ha^  h4.fn  ao  Ke%'ore  as  to  Involvf.  the  mannfncturera  In 
emharraaoInK  rlrruiniitance*  and  not  Infrequently  even  In 
bnnkrupley.  Thli  Inequality  In  maoufnoturlng  and  agrl- 
cultural  Interesta  U  one  of  the  Inequalltlea  bequeathed 
a*  by  tba  war. 


The  .Secretary  of  the  Treasury  in  his  report 
to  Congress,  in  December,  1867,  says  that  "al- 
though incomes  have  been  small  and  trade  in- 
active during  the  year  in  no  other  country  has 
there  been  less  financial  embarrassment  than  in 
the  United  States." 

In  January,  1868,  the  Magazine  speaks  of  the 
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"severe  experiences  of  the  latter  half  of  1867," 
when  it  says  credits  were  contracted  within  nar- 
rowest limits.  It  says  tliat  grain  crops  of  tlie 
world  in  last  three  years  have  been  below  normal. 
In  June,  1868,  it  says  that  "those  who  anticipated 
a  prosperous  Spring  trade  find  that  the  event 
does  not  square  with  their  hopes."  It  adds, 
however,  that  "traders  regulate  their  expecta- 
tions by  experiences  during  the  war  and  anything 
falling  short  of  the  active  business  of  those  years 
appears  unsatisfactory." 

In  August,  1868,  another  editorial  speaks  of 
dull  trade  over  the  world,  stagnant  enterprise, 
a  plethora  of  money  accumulations,  and  large 
purchases  of  our  bonds  by  Germany  and  other 
countries.  The  Secretary  of  the  Treasury  in  De- 
cember said  that  Europe  held  not  less  than 
$850,000,000  of  our  bonds,  and  that  our  debt 
to  Europe  was  increasing  at  the  rate  of 
$60,000,000  to  $70,000,000  per  year.  From  1867 
to  1873  the  merchandise  trade  balance  was 
steadily  against  the  United  States. 

Commercial  failines  in  the  northern  states 
from  1864  to  1868  were  as  follows: 

1864  f  8,579,000   1867  86,218,000 

1865  17.625.000   1868  57,275.000 

1866  47,333.000 

Railway  Building. 

grew  better.  The  crops 
an  era  of  railway  build- 
with  it  the  building  of 
of  new  territory.  Rail- 
by  years  from  1865  to. 


1870  6,078 

1871  7,379 

1872  5.870 

1873  4,097 

1874  1,117 

1875  2,712 


From  this  time,  times 
of  1868  were  good,  and 
ing  was  under  way  and 
new  towns  and  opening 
way  mileage  completed, 
1875,  was  as  follows : 

Uilcs 

1865  1,117 

1866  1.716 

1867  2,249 

1868  2,974 

1869  4,615 

In  May,  1869,  according  to  the  Magazine,  a 
boom  is  on :  It  tells  of  active  building  operations 
in  many  towns  and  cities,  and  says  that  towns 
and  counties  are  voting  aid  to  railroads.  In  July, 
1869,  it  says: 

"Railroads  are  being  extended,  new  manufactories, 
residences  and  other  buildings  are  rising  up  around  us,  and 
wherever  we  go  in  agricultural  districts  or  in  manufacturing 
centers  there  is  offereu  to  the  eye  the  same  evidence  of  the  in- 
vestment of  capital  in  productive  enterprises.** 

In  October,  1869,  it  says : 

At  the  commencement  of  the  present  year  there  were  in  the 
United  States  42,255  miles  of  railways.  Before  the  year  closes 
we  shall  certainly  have  at  least  50,000  miles.  In  Illinois  at  leait 
a  half  doiren  lines  are  in  progress,  and  the  same  may  be  faid  of 
Indiana,  Michigan,  Iowa  and  Missoari,  Never  was  there  such 
activity  in  this  direction. 

Immigration  from  1864  to  1875  was  as  fol- 
lows: 

1864  193.195  1870  387J03 

1865  247.453  1871  321,.150 

1866  314,917  1872  404,806 

1867  310.965  1873  459,803 

1868  i 138.840   1874  313,339 

1849  352,768   1875  227,498 

In  1870  the  Franco- German  war  closed  Euro- 
f>can  investment  markets  to  American  bonds. 
Hunt's  Magazine  was  succeeded  in  this  year  by 
the  Financial  Qironicle,  which  says  at  the  close 
of  the  year  that  but  for  the  war  undoubtedly 
railroad  construction  in  that  year  would  have 
reached  10,000  miles. 


Danger  Flag. 

In  the  summer  of  1870,  gold  was  down  to 
111,  but  at  the  close  of  August  the  Franco- 
German  war  had  put  it  back  to  122.  Gold  at 
the  opening  of  1871  was  $1.10  7-8,  wheat 
$1.45  per  bushel,  com  79  cents,  flour  $6.25 
to  $6.50  per  barrel,  cotton  15  1-4  cents  per 
pound,  mess  pork  $21.00  to  $21.25  per  barrel. 
In  May,  1871,  the  Chronicle  hung  out  a  danger 
flag,  saying: 

For  a  long  time  our  most  experienced  financiers  have  looked 
with  apprehension  on  the  amazing  rapidity  with  which  our  float- 
ing capital  has  been  investing  itself  in  railroads  and  other  vast 
enterprises. 

The  year  1872  opened  with  gold  at  108  to  110, 
and  with  the  country  still  in  the  high  tide  of 
prosperity,  but  this  was  the  last  year  of  really 
boom  times.  On  May  25,  the  Chronicle,  discuss- 
ing the  expansion  which  was  going  on,  said : 

This  inflation  has  spread  to  real  estate.  In  almost  every 
populous  city,  houses  and  lands  are  valued  at  much  higher  prices 
than  six  or  eight  years  ago. 

In  June  gold  was  at  113  to  114,  and  in  August 
reached  115,  the  rise  indicating  remittances  to 
Europe.  The  trade  balance  was  running  against 
us,  and  Europe  was  not  taking  enough  securities 
to  balance  the  accounts.  Money  was  getting  very 
tight,  and  as  the  monetary  system  was  inelastic, 
the  fall  demands  were  very  difficult  to  handle. 

The  Chronicle  was  pessijnistic  in  the  forepart 
of  1873.  It  was  of  the  opinion  that  the  country 
had  overdone  the  period  of  expansion.  It  ex- 
plained tight  money  in  the  spring  as  the  result  of 
the  construction  of  10,000  to  11,000  miles  of  rail- 
road since  January,  1871,  and  the  "prodigious  in- 
vestments in  houses  and  factories,  in  machinery 
and  other  productive  works."  "An  immense  con- 
version," it  said,  "of  floating  into  fixed  capital 
has  been  going  on." 

Panic  of  1873. 

On  September  18,  1873,  Jay  Cooke  &  Co.,  one 
of  the  leading  financial  houses  of  the  country, 
with  offices  in  Philadelphia,  New  York  and 
Washington,  failed.  It  had  had  charge  of  the 
distribution  of  Government  bonds  during  the  war 
and  thus  was  familiarly  known  in  eveiy  part  of 
the  country,  and  the  failure  gave  a  great  shock 
in  business  circles.  Several  banks  in  Philadel- 
phia, New  York  and  Washington,  which  were  di- 
rectly related  to  it,  were  obliged  to  close  immedi- 
ately ;  country  banks  withdrew  their  balances,  not 
only  from  New  York  but  from  other  centers. 
Several  of  the  leading  banks  of  Chicago  closed 
their  doors,  and  a  bank  panic  spread  rapidly  over 
the  country. 

Cooke  &  Co.  were  financial  agents  for  the 
Northern  Pacific  Railway,  then  building,  and  had 
made  large  advances  to  it.  Railway  promotion 
came  to  an  end,  and  practically  all  other  con.struc- 
tion  work  with  it.  Industrial  activity  fell  to  a 
low  ebb,  with  no  recovery  until  gold  payments 
were  resumed  January  1,  1879.  Meanwhile,  rail- 
way expansion  had  opened  up  a  vast  amount  of 
new  farming  territory  in  the  Middle  West,  and 
agricultural  production  had  increased  to  a  point 
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where  prices  became  absolutely  unremunerative. 
Corn  was  burned  for  fuel  in  Iowa  and  Nebraska, 
and  although  food  was  cheap  the  wage-earners 
of  the  industrial  centers  could  scarcely  find  work 
enough  to  provide  a  living. 

Mr.  D.  H.  Burrell,  of  D.  H.  Burrell  &  Co., 
Little  Falls,  New  York,  writing  to  this  bank  re- 
cently of  that  period,  said  that  nearly  all  the 
manufacturers  up  and  down  the  Mohawk  Valley 
failed  in  those  years.  "It  had  been  said  that  low 
prices  would  never  be  seen  again,  but  labor  for 
building  streets  as  well  as  doing  farm  work,  and 
so  on,  ranged  here  from  85  cents  to  $1.00  per  day 
in  this  period  of  depression." 

To  summarize  the  period  after  the  Civil  War 
there  seems  to  have  been  no  important  change  in 
conditions  until  1867,  when  there  was  a  period  of 
very  dull  business,  but  no  panic.  Then  a  recovery 
set  in  which  was  identified  with  railway  building 
and  ended  in  1872-3. 

Qerman  Expansion  After  1870. 

Germany  enjoyed  several  years  of  great  pros- 
perity in  the  years  following  the  end  of 
the  war  with  France,  1870-71 ;  but  here  was 
a  set  of  unusual  conditions.  The  formation  of 
the  German  empire  from  the  25  states  furnished 
the  occasion  for  a  reorganization  of  industry  on 
a  scale  suitable  to  the  greater  territory  included 
in  the  bounds  of  the  nation  and  appropriate  to  the 
new  position  of  Germany  in  world  affairs.  It 
stimulated  the  imagination  and  energies  of  the 
German  people.  The  indemnity  of  $1,000,000,- 
000,  which  was  a  very  large  sum  of  money  in 
those  days,  and  its  expenditure,  was  also  a  stimu- 
lating factor.  A  writer  upon  this  chapter  of  Ger- 
man history  describes  it  briefly  as  follows : 

After  1870  the  old  cnttoms  barriers  and  many  other  hin- 
drances to  trade  were  swept  away,  and  the  natural  development 
of  industry  and  trade  gave  a  new  impulse  to  business  activity 
and  prosperity.  The  enormous  French  war  indemnity  acted  as 
a  further  stimulus.  Prices  rose,  includinn  the  price  oi  labor,  the 
workinttman  for  the  moment  felt  better  off  and  more  self-impor- 
tant. This  new  capital  also  led  everywhere  to  the  construction 
of  new  factories,  railroads  and  enten>rises  of  every  kind.  It  is 
estimated  that  in  the  three  years  between  1871  and  1874  as  many 
factories  were  built  as  in  all  the  preceding  seventy  yearsl  In 
Prussia,  in  1872  alone,  in  addition  to  1800  existing  miles  of  rail- 
road, 700  more  were  actually  laid  down  and  1200  plannedl  Soon, 
liowever,  unscrupulous  promoters,  takinft  advantage  of  the  public 
interest  and  confidence  in  business  activity,  launched  upon  an  un- 
suspecting public  innumeral>Ic  companies  and  schemes  which  were 
mere  swinales,  stockjobbing  methods  of  robbing  the  public  flour- 
ished for  a  time,  until  the  natural  result  of  over-canitaliiation 
and  unsound  finance  came  in  the  terrible  crash  of  1873. — His- 
tory of  Nations,  Vol.  28,  p.  A3S. 

The  Bond  Market. 

A  change  of  very  real  importance  and  of 
marked  significance  has  occurred  in  the  bond 
market  during  the  month  of  October.  In  the 
closing  week  of  activity,  prior  to  the  Liberty 
Loan  campaign,  the  bond  market  was  under 
heavy  pressure.  Block  offerings  were  numerous 
and  high  grade  issues  in  round  amounts  were 
pressing  for  sale  at  prices  substantially  below  the 
current  quotations  on  the  New  York  Stock  Ex- 
change. On  the  understanding  that  dealers 
should  withhold  offerings  during  the  placing  of 
the  Government  issue,  there  was  little  appetite 
even  for  these  bargain  offerings  and  the  first  of 
October  found  the  market  for  bonds,  and  especi- 


ally for  first  and  second  grade  railroad  issues,  at 
the  lowest  point  since  the  war  began.  This  con- 
dition continued  into  the  middle  of  the  month, 
when  with  the  rapidly  occurring  favorable  mili- 
tary events,  and  notably  the  surrender  of  Bul- 
garia, the  impression  that  peace  was  not  far  off 
became  practically  universal  and  with  the  end  of 
the  Liberty  Loan  Campaign  in  sight  tliere  was 
complete  reversal  in  form  in  the  bond  market. 
The  change  was  not  so  much  reflected  in  the  ac- 
tivity of  the  market,  for  activity  was  precluded 
by  the  Liberty  Loan  Campaign  in  which  all  in- 
vestment dealers  were  giving  the  greater  part  of 
their  time,  but  it  was  rather  reflected  in  the  en- 
tire removal  of  selling  pressure  from  the  mar- 
ket. Offerings  were  generally  withdrawn  and 
dealers  evidenced  a  desire  to  accumulate  for 
later  distribution,  following  the  Loan  Campaign, 
and  began  to  reach  for  bonds  at  advancing  prices. 
Long  tenn  bonds,  which,  in  the  so-called  war 
market,  had  been  largely  neglected  were  especi- 
ally favored  in  this  radical  and  generally  con- 
sidered "peace  movement"  in  bonds. 

The  following  list  of  advances  in  long  term 
railroad  issues  gives  a  clear  idea  of  the  change 
in  sentiment  that  occurred  from  the  beginning  to 
the  end  of  the  Liberty  Loan  Campaign: 

Issue.  Rise. 

Atch.   Gen.   4's SM 

Northern   Pac.    Prior   Lien   4'a 5 

C.  B.  &  Q.  Gen.  4's 7H 

Reading    Gen.    4's Hi 

Penn.  Gen.   4Vi's   3M 

Un.   Pac.    Refunding  4's 4J4 

III.    Cen.    Refunding   4*s 3^ 

Sou.  Pac.   Refunding  4's 6M 

B.   &  O.  Gold  4s 4H 

N.    V.    Central    Refunding    4Vi'8    6H 

St.  L.  &  S.  Kran.  Prior  Lien  4's 4M 

Mo.    P.   General    4's SM 

South.    Ry.    Dev.    4's SM 

Pere    Marq.    S's 3 

D.  &  R.  G.  Cons.  4's SH 

St.    Paul    Refunding    Ayi't SH 

During  the  week  following  the  Loan  Campaign 
the  public  entered  the  bond  market  seeking  espe- 
cially long  term  issues  and  for  the  first  time  in 
more  than  a  year  there  has  been  buying  by  bank- 
ing institutions  for  their  own  account  of  long 
term  rails.  This  noted  movement  is  certain  to 
bring  about  a  further  advance  in  this  class  of 
issue. 

Public  utilities  led  in  the  general  advance,  al- 
though they  were  still  some  fifteen  points  under 
the  high  prices  of  last  year.  The  most  sensa- 
tional advance  was  in  Russian  External  bonds, 
early  prices  carrying  them  to  the  high  of  the 
year,  approximately  thirty  points  above  their  low 
figures.  Practically  all  foreign  loans  sold  at  the 
high  prices  of  the  year,  French  Republic  Byis 
reaching  102>4.  During  the  Liberty  Loan  cam- 
paign outstanding  Liberty  issues  traded  upon  the 
Stock  Exchange  shared  in  the  general  upward 
movement.  The  closing  days  of  the  month  wit- 
nessed an  unusually  large  volume  of  trading. 

The  first  important  general  market  issue 
brought  out  following  the  Loan  Campaign  was 
the  American  Tobacco  Company,  one  to  five 
year  serial  7%  notes  on  an  interest  yield  basis 
of  7  to  7}4%.    The  issue  was  a  tremendous  suc- 
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cess,  being  oversubscribed  nearly  ten  times  and 
indicated  a  plethora  of  investment  money  that 
was  not  absorbed  by  the  Government  issue.  We 
understand  that  the  longest  maturities  were  the 
most  popular  of  all  in  the  subscriptions,  a  signifi- 
cant fact  in  that  it  shows  that  the  general  public 
today  realize  that  the  high  rates  which  have  pre- 
vailed during  recent  months  are  not  likely  to  con- 
tinue and  that  there  will  be  a  very  real  demand 
for  new  issues  of  longer  term  than  was  attempted 
by  distributing  houses  prior  to  the  last  Govern- 
ment Campaign. 

National  City  Company  in  Japan. 

The  National  City  Company,  which  became  a 
bond-selling  organization  two  years  ago  and  has 
been  rapidly  extending  its  operations,  has  just 
taken  a  new  step  by  sending  to  Japan  a  Manager 
for  its  Far-Eastern  business.  It  already  has  rep- 
resentatives in  several  foreign  centres.  The  end 
sought  is  that  of  mutual  advantage  and  co-opera- 
tion through  closer  financial  relations.  Japan  has 
been  making  great  strides  in  wealth  and  industry 
and  the  interests  represented  in  the  National  C'ty 
Bank  and  National  City  Company  believe  that  it 
is  highly  desirable  from  the  standpoint  of  both 
countries  that  the  interests  of  the  two  countries 
shall  be  intermingled.  They  believe  that  the  good 
understanding  now  existing  will  be  strengthened 
by  such  relations. 

The  creditor  position  now  occupied  by  the 
United  States  makes  it  necessary  that  this  coun- 
try shall  become  a  liberal  lender  of  capital  to 
other  countries  if  we  are  to  increase  or  even 
maintain  our  export  trade.  We  cannot  sell  goods 
abroad  without  being  paid  for  them  in  some  man- 
ner, and  it  is  out  of  the  question  to  obtain  set- 
tlement for  large  balances  in  gold.  Our  own  pro- 
duction of  commodities  is  so  varied  that  we  are 
not  likely  to  greatly  increase  our  importations 
of  these.  The  only  remaining  means  of  settle- 
ment is  in  securities.  We  must  learn  to  become 
foreign  investors,  and  the  National  City  Com- 
pany hopes  to  perform  a  useful  function  in  of- 
fering such  securities  which  are  worthy  of  con- 
fidence. The  company  is  an  international  dealer 
in  securities,  offering  American  securities  abroad, 
and  foreign  securities  not  only  here  but  in  all 
markets. 

The  company  seeks  particularly  to  enlarge  by 
intensive  cultivation  and  educatif)n  the  American 
market  for  sound,  well  established  securities.  Tt 
is  a  well  known  fact  that  the  number  of  bond- 
buyers  in  this  country  previous  to  the  war  was 
comparatively  small.  Investments  have  been 
largely  confined  to  localities,  in  real  estate  loans 
or  local  stocks  and  bonds,  and  the  lack  of  knowl- 
edge about  good  securities  has  resulted  in  an 
enormous  waste  of  savings  in  unsound  specula- 
tive ventures. 

The  National  City  Company  does  not  handle 
stocks,  and  confines  its  offerings  to  municipal 
bonds  and  the   obligations    of    well-established. 


successful  corporations  which  are  able  to  show 
assets  and  earnings  to  justify  the  credit  they 
seek.  The  best  professional  talent  available  is 
employed  to  investigate  every  oflfering,  thus  ren- 
dering a  service  which  in  the  nature  of  things 
the  average  investor  is  unable  to  do  for  himself. 
The  end  sought  on  the  one  side  is  to  provide  a 
great  market  in  which  capital  can  be  raised  for 
the  expansion  of  American  business,  and  on  the 
other  S'de  to  encourage  thrift  by  providing  safe 
investments  and  familiarizing  the  public  with 
them. 

War  Savings  Stamps. 

The  original  act  for  authorizing  the  sale  of 
War  Savings  and  Thrift  Stamps  provided  for 
a  total  issue  of  $2,000,000,000,  maturity  value. 
The  Secretary  of  the  Treasury  in  his  estimate 
figured  upon  cash  receipts  of  $663,200,000  dur- 
ing the  fiscal  year  1918,  and  $1,009,200,000  in  the 
fiscal  year  ending  June  30,  1919.  The  work 
of  creating  a  nation-wide  organization  had 
to  be  done  before  the  sales  could  reach  a 
large  volume,  but  results  on  the  whole  have 
fully  met  expectations.  The  stamps  were  put 
on  sale  in  December,  1917,  ai.d  to  October  23, 
1918,  the  actual  receipts  of  the  Treasury  were 
$807,154,408,  which  would  represent  stamps  hav- 
ing a  maturity  value  of  about  $900,000,000.  Ap- 
proximately one-half  of  the  amount  originally 
contemplated  has  now  been  sold,  and  Cong^es^ 
has  increased  the  authorization  to  $4,000,000,000. 

The  organization  is  tiow  developed  to  do  sys- 
tematic work.  There  are  registered  at  the 
Washington  headquarters  about  150,000  war 
savings  societies,  having  in  number  of  mem- 
bers from  10  to  12,000,  all  pledged  to  save 
and  invest  in  Government  securities.  About  31,- 
000,000  persons  are  pledged  to  economize  and 
buy  stamps.  Besides  the  55,000  post  offices, 
232,000  authorized  agencies  are  selling  the 
stamps,  and  the  monthly  income  to  the  Gov- 
ernment from  this  source  now  largely  exceeds 
its  total  revenues  before  the  war. 

The  wide  distribution  secured  for  these  stamps 
makes  them  an  especially  desirable  form  of  pub- 
lic indebtedness,  and  it  is  probable  that  their  sale 
will  be  continued  as  long  as  there  exists  any  oc- 
casion for  borrowing  by  the  Federal  Government. 
Inasmuch  as  the  Liberty  loans  will  have  to  be 
refunded  when  they  come  due,  this  means  that 
the  stamps  will  be  a  feature  of  Government 
finance  for  a  long  time. 

In  September,  Mr.  Vanderlip,  who  had  been 
at  the  head  of  the  organization,  submitted  to  the 
Secretary  of  the  Treasury  a  plan  for  having  the 
work  carried  on  as  a  part  of  the  activities  of  the 
Treasury  Department,  and  this  plan  having  been 
adopted,  he  retired  and  returned  to  the  Presi- 
dency of  this  Bank,  from  which  he  had  sepa- 
rated himself  during  his  work  in  the  former 
capacity. 
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Double  Taxarion. 

The  heavy  income  taxes  which  are  being 
levied  in  ail  countries,  not  only  upon  residents 
and  citizens  but  upon  incomes  derived  from 
domestic  sources,  will  be,  if  continued,  a  seri- 
ous barrier  to  international  investments,  inas- 
much as  income  derived  from  one  country  by 
a  citizen  of  another  is  subject  to  taxation  in 
both  countries.  The  American  Qiamber  of 
Commerce  of  Paris  has  recently  passed  resolu- 
tions and  made  representations  to  the  French 
ministry  upon  the  subject.  The  Chamber 
properly  says  that  although  comparatively  few 
people  are  affected  a  principle  is  involved  and 
injustice  is  done,  and  it  cannot  be  the  intention 
in  any  country  that  the  income  tax  shall  react 
upon  some  citizens  in  such  a  manner  as  to 
become  in  effect  a  penalty  for  residence  abroad. 
The  Chamber  says: 

"Export  business  cannot  he  done  successfully  by  cor- 
respondence, or  by  occasional  visits  in  foreign  markets. 
The  South  American  field,  assiduously  worked  for 
years  by  European  commercial  representatives  (residing 
m  those  countries),  and  until  recently,  very  much 
nefflccted  by  the  United  States,  is  a  striking  example  of 
this  truth.  _  If  America  would  export  her  products. 
American  citizens  must  reside  abroad  to  take  care  of 
the  business  and  this  they  will  be  discouraged  from 
doing  if  their  incomes  are  to  be  burdened  with  accumu- 
lated taxes  from  both  sides. 

The  Chamber  urges  that  the  matter  be  made 
the  subject  of  an  international  agreement, 
recognizing  the  principle  that  incomes  should 
be  taxed  but  once,  and  only  in  the  country 
from  which  they  are  derived,  irrespective  of  the 
domicil,  the  residence  or  the  nationality  of  the 
tax-payer. 

Effects  Upon  Export  Trade. 

The  effects  of  this  double  taxation  upon  our 
own  developing  export  trade  is  described  in  a 
letter  to  this  Bank  from  a  company  which  is 
devoted  entirely  to  such  trade  and  which  has 
been  making  excellent  progress.  The  writer 
says: 

"The  rffrrt  of  taxation  on  the  export  hmine><»  shni'Id,  in  my 
iMHsTnrnt,  he  more  careftllly  considered  than  it  has  hren.  May 
I  lalte  onr  Company  m  an  example,  hecanse  it  is  a  fair  example 
and  a1«o  t>ecaute  I  know  more  of  ila  affairs  than  of  other  com- 
panies? 

"Oar  capital  is  all  invested  in  foreim  countries,  where  we  pay 
tncr.l  tarr^  a?  doc^  every  other  merchant.  All  of  onr  profits  come 
from  ahroad  and  are  not  earned  in  this  country.  We  have  to  pay 
certain  local  and  state  taxes  here  because  we  are  an  .American 
Corporatif^n.^  and  a  moderate  tax^  on  the  small  amount  of  mer- 
chandise which  we  carry  here  awaitinp  shipment.  This  fame  mer- 
chandise is  taxed  a^ain  when  it  reaches  a  foreign  country,  not 
onir  in  dntics  hut  as  stock  or  when  sold. 

"Now  the  trem^-ndons  income  tax  is  added  to  this  burden,  put- 
ting us  in  an  unfavorable  position  with  our  foreijrn  competitors 
»ho  nay  no  inc'>mc  tax  except  that  which  may  be  assessed  in  the 
country  in  which  they  reside  and  which  we  also  have  to  pay. 
Tliis  policy,  if  continued,  is  in  my  Judgment  harmful  to  and  may 
eventually  very  seriously  affect  the  development  of  onr  foreign 
trade. 

"Ilesidrs  this  is  the  question  of  tlie  capital  needed  for  the  foil 
derelopmeni  of  foreiim  trnde.  Onr  Compa"v  will  prohaWv  pay 
between  MOn.noO  and  »SO0.0OO  on  acconnt  of  income  taxes  before 
the  rate  is  reduced  to  a  normal  siTm.  It  is  not  our  policy  to  pay 
larce  dividends,  and  we  apply  the  irrealer  portion  of  otir  earnings 
loour  surplus  and  to  extending  our  business.  This  sum,  if  main- 
tained in  ntir  snrpltis.  wmld  cnhle  us  to  do  an  additional  annual 
business  of  appmximatelv  a  million  and  a  half  dollars  a  vear.  I 
estimate  that  thrse  salrs  would  mean  the  emplovnent  of  from 
jno  to  600  men  at  normal  rates  of  pay.  Tt  would  thus  jrive  addi- 
tional emplovmeni  to  men  at  home  and  additional  credits  abrtMUi, 
both  of  wbicb  help  tbc  conntiT. 


"It  it  not  policy  for  me  to  present  this  matter  formally  becaae 
wc  do  not  wish  lo  seek  to  evade  our  full  share  of  the  coMs  of 
war,  !  It  I  tiaintiin  that  exporters  generally  will  be  hampered  in 
th(  t  of  their  bosineaa  by  tbc  high  income  taxes  and 

tli:.  lie   loss  to  the   country   will   be   greater   than   the 

pre-:  ..;  :.,:.,..;. 

"I  am  writing  this  simply  for  your  consideratioo.  The  time 
may  come  when  we  shall  be  willing  to  make  these  statenienn  pub- 
licly, but  for  the  time  being  we  do  not  wish  to  seem  to  be 
alackers.  For  the  same  reason,  we  have  for  the  time  being  de- 
cided acainst  incorporating  abroad,  If  our  branches  were  foreign 
corporations,  as  they  might  well  be,  we  should  escape  practically 
all  of  the  present  income  tax  and  would  be  much  stronger  in  the 
end  for  doing  so." 

Social  Value  of  Private  Profits. 

The  above  statement  is  not  only  pertinent  to 
the  subject  to  which  it  is  directed,  but  has  a 
broader  significance.  The  writer  shows  how  the 
profits  of  this  company  in  foreign  trade  are  used 
to  enlarge  fore'gn  trade,  thereby  enlarging  the 
market  for  American  products  and  increasing 
the  demands  on  American  workshops  and  Amer- 
ican workmen.  This  is  the  view  of  profits  which 
we  have  repeatedly  presented,  as  opposed  to  the 
narrow  view  which  looks  jealously  upon  them  as 
private  plunder,  taken  from  the  many  and  de- 
voted wholly  to  a  few.  Current  discussion  com- 
monly proceeds  upon  the  theory  that  although  it 
is  necessary  to  concede  some  measure  of  profit 
as  a  reward  and  incentive  to  business  enterprise, 
all  such  profits  are  in  fact  extracted  ajid  with- 
drawn from  the  public  and  totally  lost  so  far  as 
the  public  is  concerned.  There  is  little  recogni- 
tion of  the  vital  fact  that  profits  furnish  the 
capital  for  the  development  of  industry  and  that 
the  benefits  derived  bv  the  public  from  such  de- 
velopment may  greatly  exceed  the  value  of  the 
ori.einal  profits  in  controversy.  The  bulk  of  the 
profits  and  incomes  which  are  the  subject  of  con- 
troversy are  not  withdrawn  from  the  public  but 
added  to  the  capital  fund  and  employed  in  in- 
creasing production  and  rendering  services  to  the 
public.  No  discussion  of  private  profits  or  pri- 
vate capital  is  intelligent  which  docs  not  recog- 
nize these  facts. 

There  is  no  final  distribution  of  wealth  except 
as  it  enters  into  consumption  and  disappears. 
Profits  which  are  retained  or  re-invested  in  busi- 
ness have  not  been  finally  distributed.  They  are 
still  to  be  regarded  as  means  and  agencies  of 
production  in  which  the  entire  community  has 
an  interest. 

It  has  been  reported  by  the  newspapers  that 
Mr.  Henry  Ford  has  stated  that  he  wanted  no 
profit  from  anv  of  his  great  factories  while  the 
war  was  on.  This  is  a  fine  spirit,  but  in  view  of 
the  great  services  which  his  shops  are  rendering 
to  the  Government  at  this  time  it  must  be  re- 
garded as  fortunate  that  he  has  made  large 
profits  in  the  past.  One  is  moved  to  ask  at  what 
stage  in  his  wonderful  career  it  would  have  been 
advantageous  to  the  public  to  have  had  his  profits 
or  his  enterprise  arbitrarily  curtailed. 

Just  now  there  comes  to  hand  a  paragraph 
from  the  market  letter  of  C.  A.  King  &  Co.,  a 
grain  commission  house  at  Toledo,  tellintr  of  a 
fortune  left  by  a  prominent  citizen  of  Toledo 


recently  deceased.  It  illustrates  some  of  the  vicis- 
situdes of  business  life,  and  tells  something  of  the 
Ultimate  distribution  of  profits. 

Clarence  Brown  left  the  greatest  will  ever  recorded  here.  _  He 
passed  over  recently.  His  will  disposed  of  nearly  two  million 
dollars.  He  gave  much  direct  to  many  relatives  and  friends.  He 
also  divided  a  million  dollars  among  all  the  different  charities,  to 
be  paid  at  the  death  of  his  wife.  Twenty  years  ago  he  was  a 
bright  young  lawyer,  seeking  clients.  He  was  indebted  to  the 
Owens  Bottle  Machine  Co.  for  an  opportunity  to  amass  his  big 
fortune.  This  company  Jias  made  many  millions  for  other  Toledo 
•tockhoHers.  It  was  lucky  for  them  that  Michael  J.  Owens  did 
not  remain  in  Ireland.  His  machines  are  almost  human.  He  is. 
Few  years  ago  he  invested  in  another  concern  which  turned  out 
unprofitable.  Some  poor  friends  followed  him  and  lost  their 
tnoncy.  He  made  their  loss  good  to  them,  but  was  under  no 
obligation  to  do  so.  Some  of  the  other  stockholders  of  the  Owens 
have  made  many  handsome  gifts  to  Toledo  institutions  and  friends 
and  will  do  more. 

The  fortunes  made  by  the  bottling  machine 
were  taken  from  nobody.  They  consist  of  new 
wealth  which  did  not  exist  before.  First  of  all, 
bottles  were  made  cheaper  to  the  public;  if  tliey 


had  not  been  no  fortunes  would  have  been  made 
from  the  business.  We  do  not  know  the  history 
of  the  Owens  machine,  but  no  doubt  capital  was 
required  for  its  development;  perhaps  much  capi- 
tal was  spent  unsuccessfully  upon  various  ma- 
chines by  people  who  never  reached  success.  All 
such  capital  represented  previous  profits  or  sav- 
ings which  have  their  real  distribution  through  the 
Owens  machine.  But  even  that  is  not  a  final  dis- 
tribution, because  the  profits  from  the  Owens  ma- 
chine are  re-invested  and  in  some  instances  may 
be  as  fruitful  as  the  investment  in  the  Owens 
machine  itself.  In  other  instances,  as  shown  by 
the  story,  they  are  lost  and  never  inure  to  the 
benefit  of  the  owners  at  all.  The  real  distribu- 
ticfh  of  wealth  is  not  by  ownership  but  by  con- 
sumption. V 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  OCTOBER  25,  1918. 
(In  Thousands  of  Dollars) 


RESOXJHCES 

Gold    in    Tatilta    and 

transit  

Gold  Settlement  Fund 

Gold  witb  ioreisn  asencics 


In 


Total  (Told  held  by  banl;s 
Goldwiin  Federal  Kestni- 

Arrcnts 

Gold  Ucdemption  yund. . . 

Total  cold  reserves. . 

L«(ral  tender  notes.  SiItlt. 

etc 


Total  Reserves... 
Billndisttd:  See.  by  Govt 
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End  of  the  War. 

WHEN  this  Bulletin  was  issued  one 
month  ago  the  end  of  the  war  was 
foreshadowed,  Bulgaria,  Turkey 
and  Austria-Hungary  having  asked 
for  peace  without  other  conditions 
than  the  terms  of  President  Wilson's  general  dec- 
larations. Since  then  Germany  has  signed  an 
armistice,  the  terms  of  which  render  it  impos- 
sible for  her  to  renew  the  conflict,  trusting  to  a 
final  settlement  upon  the  basis  of  the  same  dec- 
larations. The  victory  for  the  Entente  Allies  and 
the  United  States  is  complete  and  decisive.  The 
power  of  the  Teutonic  nations  and  their  allies 
was  utterly  broken.  The  revelations  that  have 
come  since  the  armistice  was  signed  have  shown 
that  Germany  did  not  yield  merely  because  her 
allies  failed  her;  her  own  strength  was  also 
exhausted.  Prince  Maximilian  in  a  public 
statement  has  said  that  he  would  have  held 
off  for  better  terms  had  he  not  been  advised 
by  the  army  chiefs  that  the  military  situation 
was  critical.  The  western  front  was  breaking, 
and  even  if  the  collapse  in  the  southeast  had  not 
come  it  would  have  been  necessary  for  Germany 
to  make  peace  to  escape  invasion.  And  not  only 
were  the  armies  broken,  but  her  economic  re- 
sources were  much  nearer  exhaustion  than  her 
antagonists  knew  and  the  morale  of  her  people 
was  lower  than  reports  upon  the  outside  had  in- 
dicated. Up  to  the  last  there  were  people  sup- 
posed to  be  well  informed  upon  Germany,  who 
insisted  that  under  no  conditions  would  the  Ger- 
man people  turn  upon  their  government,  and  that 
a  defense  could  be  maintained  indefinitely.  In 
the  end  the  whole  imperial  fabric  went  down  like 
a  house  of  cards.  The  German  people  did  to 
William  II  just  what  the  French  people  did  to 
Napoleon  III,  in  similar  circumstances.  The 
k-ngs  and  princes  of  Germany,  the  House  of 
Hapsburg  and  the  royal  family  of  Bulgaria  have 
gone  the  same  way. 

America's  Participation. 

Mingled  with  feelings  of  relief  and  joy  that 
the  bloodshed  and  wastes  of  war  are  at  an  end, 
are  the  feelings  of  gratification  and  pride  over 
the  manner  in  which  the  American  troops  have 
acquitted  themselves.  These  youths  from  the 
farms,  shops,  offices,  mines,  railways  and  many 
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of  them  from  unfinished  courses  in  the  schools, 
with  only  a  few  months  of  training  and  with 
comparatively  few  experienced  officers  to  lead 
them,  went  up  fearlessly  against  the  German  mili- 
tary organization,  and  were  victorious.  They 
are  representative  of  American  citizenship  and 
the  qualities  which  they  have  displayed  reflect 
lasting  honor  upon  the  American  name.  They 
have  shown  how  quickly  the  civilian  population 
of  this  country  can  be  organized  into  an  effective 
military  force.  And  not  only  have  they  dis- 
played the  highest  soldierly  qualities  in  battle,  but 
they  have  honored  the  country  by  their  high 
standards  of  personal  conduct,  their  kindliness 
toward  the  inhabitants  of  regions  in  which  they 
served,  their  self-restraint,  digfnity  and  clean 
lives.  They  have  nobly  carried  the  part  which 
their  country  has  desired  to  play  in  this  war. 
Gladly  and  proudly  the  country  will  welcome 
back  those  who  return  and  tenderly,  reverently, 
it  will  bring  back  the  fallen  to  rest  in  their  own 

soil. 

Industrial  Mobilization. 

On  the  whole  there  is  good  reason  for  satisfac- 
tion over  the  achievements  of  the  country  in 
organizing  and  developing  its  war  powers.  Along 
with  the  rejoicing  over  peace  there  is  some  disap- 
pointment that  a  full  showing  of  results  from  all 
the  preparatory  work  and  expenditures  could  not 
be  made.  The  industrial  organization  was  just 
getting  into  shape  to  show  war  production  on  a 
really  great  scale.  There  was  inevitably  a  de- 
gree of  confusion  in  the  conversion  and  estab- 
lishment of  industries  in  haste,  but  the  decisions 
of  chief  importance  have  been  justified.  The 
Liberty  Motor,  for  a  time  the  main  snbject  of 
controversy  has  been  abundantly  vindicated,  and 
the  air  craft  program  had  reached  a  satisfactory 
stage  of  advancement.  The  ship-building  pro- 
gram was  delayed  at  its  inception  by  dissensions, 
but  it  has  made  a  good  showing  this  y  nr.  Money 
has  been  spent  with  great  freedom  t )  hasten  re- 
sults, and  in  so  far  as  results  were  actually  expe- 
dited there  is  no  reason  to  regret  this  policy.  In- 
stances of  mismanagement  and  waste  no  doubt 
will  be  found,  perhaps  many  of  them,  but  it  is  a 
gratifying  fact  that  thus  far  there  are  no  authen- 
tic instances  of  malfeasance  or  betrayal  of  trust 
in  the  large  undertakings.     The  cases  named  in 
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the  air-craft  investigation  are  technical  in  char- 
acter and  without  proof  of  injury  to  the  govern- 
ment's interests. 

SItiaatkM  In  Europe. 

Interest  in  the  European  situation  centers  for 
the  moment  upon  the  question  whether  or  not 
there  is  to  be  a  general  overturning  of  the  social 
order  in  Germany  and  Austria,  with  a  conse- 
quent delay  in  reorganizing  the  industries  of 
Uiose  countries  effectively  for  production.  The 
problem  of  settlement  between  the  central  powers 
and  allies  and  the  social  future  of  the  former 
countries  are  dependent  upon  the  rehabilitation  of 
the  industrial  organization.  Great  confusion  ex- 
ists and  apparently  the  radical  elements  are  in 
control  at  Berlin  but  meeting  with  strong  opposi- 
tion in  other  parts  of  Germany.  In  the  regions 
which  are  to  be  included  in  the  new  nations,  the 
people  seem  to  be  quietly  preparing  to  set  up  rep- 
resentative institutions. 

Germany  is  a  highly  developed  industrial  coun- 
try but  it  is  practically  bare  at  this  time  of  raw 
materials  necessary  to  the  resumption  of  produc- 
tion for  the  market;  moreover  the  supply  of  food 
is  scanty  and  the  industries  require  much  work 
upon  them  to  put  them  in  shape  for  peace-pro- 
duction. The  country  needs  organization,  lead- 
ership, credit  abroad,  and  the  services  of  its  ablest 
men  of  affairs.  A  reign  of  Bolshevism  would  be 
a  repetition  of  the  reign  of  the  Commune  in  Paris 
after  the  war  of  1870. 

Russia. 

The  situation  in  Russia  is  greatly  improved 
bv  the  elimination  of  German  influences  and  by 
the  opening  of  the  Black  Sea,  the  latter  enabling 
the   allied  countries   to   communicate   with   the 
Ukraine  region  and  Southeastern  Russia,  which 
are  not  under  the  domination  of  the  Bolsheviki. 
All  of  Siberia  is  friendly  to  the  allies,  under  the 
government  now  established  at  Omsk,  but  the 
Bolsheviki   have    recovered    Samara   and   other 
points  on  the  Volga  River.    The  government  at 
Omsk  is  said  to  have  in  its  possession  approxi- 
mated $400,000,000  in  gold,  or  one-half  of  the 
reserve  which  was  held  by  the  Russian   State 
Bank  at  the  beginning  of  the  war.    This  is  a  good 
start  toward  a  financial  system,  and  a  consider- 
able portion  of  the  remainder  of  the  gold  stock 
will  probably  be  recovered  from  Germany.    It  is 
not  thought  that  the  Bolsheviki  have  much  of  the 
gold  in  their  possession.     More  good  news  has 
been  received  from  authentic  sources  to  the  effect 
that  in  some  portions  of  Russia  the  yield  of  wheat 
last  .summer  was  phenomenally  large,  something 
like  the  freak  crop  of  Canada  in  1915.    .As  a  re- 
sult it  is  now  estimated,  that  although  in  .some 
sections  production  was  low  on  account  of  the 
social    disorder,    on    the    whole    there    is    grain 
enough  in  Russia  to  feed  the  population  if  order 
is  restored  so  that  it  can  be  distributed.     The 
worst  situation  is  that  in  northern  Russia,  where 
the  populous  cities  are  located  in  an  unproductive 


region,  controlled  by  the  Bolsheviki,  who  boldly 
announce  their  intention  to  feed  none  but  their 
own  partisans,  and  are  rapidly  exterminating  all 
others. 

Belgium. 

In  the  countries  of  the  Entente  conditions 
are  far  brighter,  notwithstanding  the  great 
losses  they  have  suffered.  All  are  working 
upon  plans  for  rehabilitation.  The  Belgian 
people  have  welcomed  the  King  and  Queen 
back  to  Brussels.  Antwerp,  the  chief  commer- 
cial city,  is  resuming  business,  having  suf- 
fered but  little  damage  to  property.  The 
gold  reserve  of  the  National  Bank  of  Belgium 
is  intact,  having  been  taken  out  of  the  country. 
Backed  by  the  government,  it  will  be  in  po- 
sition to  supply  domestic  credit,  but  of  course 
Belgium  will  need  help  from  outside  to  supply 
it  with  food,  machinery  and  raw  materials. 
The  machinery  taken  away  by  the  Germans 
will  probably  be  returned,  as  one  of  the  peace 
treaty  conditions. 

England. 

In    England,    the    Prime    Minister   has   an- 
nounced that  an  election  will  be  held  at  once 
to  give  a  new  Parliament,  there  having  been  no 
election  since  the  war  began.     Lloyd  George 
wants  a  coalition  government  which  will   sup- 
port him  in  negotiating  the  terms  of  peace, 
participating  in  the  organization  of  a  League 
of  Nations,  and  in  carrying  out  a  constructive 
program    in    domestic    and    imperial    affairs. 
There  is  no  intention  in  England  of  allowing 
things   to  simply  drift,   with   industry   disor- 
ganized and  the  business  community  confused 
by  uncertainty  and  divided  opinions.     There 
is  a  bold  avowal  that  the  industrial  situation 
will  be  supported,  if  need  be,  by  a  program 
of   public   expenditures,   and    that   unemploy- 
ment will  be  prevented.     This  does  not  mean 
that    the    government   is   proposing   to    enter 
general  industry  on  its  own  account,  but  sim- 
ply that  it  recognizes  the  dangers  of  the  tran- 
sition period  and  the  advisability  of  helping 
to  establish  confidence  at  this  juncture.    England 
is  still  a  creditor  country  on  a  large  scale,  not- 
withstanding her  borrowings  in  the  United  States 
and   sales  of   American   securities.     Her  loans 
made  to  her  allies  and  colonies  during  the  war 
exceed  what  she  has  borrowed  here,  although 
some  of  these  items  are  far  from  being  available 
assets  at  present. 

France. 

Americans  returning  from  France  say  that 
the  country  presents  the  aspect  of  a  general 
state  of  activity  and  prosperity,  outside  of 
the  war-devastated  districts.  The  expendi- 
tures of  the  American  and  English  governments 
and  of  the  American  and  English  soldiers  have 
put  a  great  amount  of  money  into  circulation, 
with  the  result  that  the  incomes  of  wage-workers 
and    shopkeepers    are    beyond    anything    that 


they  have  ever  known  before.  In  the  devas- 
tated districts  the  losses  are  very  great.  Gov- 
ernment credit  will  have  to  be  used  to  rehabili- 
tate this  region,  and  presumably  reimburse- 
ment will  be  exacted  of  Germany.  Reimburse- 
ment, however,  is  an  after-chapter ;  France  will 
not  wait  on  Germany's  ability  to  provide  the 
means  of  reconstruction.  The  task  presents 
itself  as  a  huge  contract  for  its  own  industries. 
Before  the  war  85  per  cent  of  the  iron  and 
steel  production  of  the  country  was  made  in 
the  territory  which  was  taken  by  the  Germans 
in  the  first  weeks  of  the  war.  During  the  wa. 
this  lost  capacity  was  made  good  by  the  con- 
struction of  new  works  in  other  parts  of 
France.  Therefore,  if  the  old  works  of  the 
invaded  region  have  not  been  destroyed— and 
they  are  understood  to  have  been  in  use  by 
the  Germans  up  to  the  last — the  iron  and  steel 
capacity  of  France  is  double  what  it  was  be- 
fore the  war.  This  is  saying  nothing  of  th( 
Lorraine  district,  where  75  per  cent  of  the 
German  iron  and  steel  production  has  been 
located,  and  which  will  undoubtedly  be  re- 
stored to  France. 

To  sum  up,  France  just  now  is  in  a  strained 
situation  as  regards  ready  capital,  and  she  has 
suffered  severely  by  the  loss  of  man-power, 
but  she  is  greater  in  national  spirit — and  prob- 
ably in  the  productive  capacity  of  her  people — 
than  ever  before.  If  the  latter  is  not  so  at 
the  moment,  it  soon  will  be  so.  She  needs 
aid  in  getting  her  people  back  into  homes, 
and  in  putting  tools  into  their  hands,  and  in 
supplying  them  with  the  materials  needed  in 
the  industries.  So  far  as  practicable,  she  will 
want  to  do  this  with  her  own  labor,  but  time 
is  a  factor  and  doubtless  she  will  want  to  buy 
a  great  deal  of  equipment  and  it  will  be  neces- 
sary to  buy  the  materials  which  are  not  pro- 
duced at  home.  While  the  French  people  are 
engaged  in  this  work  for  reconstruction  they 
will  be  able  to  do  less  for  exportation  than  for- 
merly, and  for  that  reason  they  will  require 
to  have  credit  for  their  purchases,  and  they 
will  be  less  of  a  competitor  in  world  markets. 
It  is  needless  to  say  that  French  credit  is  good 
in  the  United  States.  France  is  a  creditor  na- 
tion today,  and  while  her  national  indebted- 
ness is  large,  it  is  to  her  own  people,  so  that 
as  to  affecting  her  credit  in  other  countries  it 
does  not  count  at  all. 

Italy. 

The  Italian  nation  comes  out  of  the  war 
stronger  than  ever.  It  will  recover  the  long- 
lost  territory  inhabited  by  Italian  people,  and 
although  it  has  made  sacrifices  of  life  and 
money,  it  is  stronger  in  productive  capacity 
than  before  the  war.  Its  industries  have  been 
enlarged  to  provide  war  equipment  and  are 
now  available  for  peace  business.  It  has  bor- 
rowed some  money  of  Great  Britain,  France 


and  the  United  States,  but  it  has  won  a  new 
place  in  international  affairs  and  has  entered 
upon  a  new  and  greater  career.  The  people 
have  been  revivified  and  modernized  by  their 
efforts.  A  new  and  greater  Italy  is  born.  The 
industries  of  the  country  will  be  expanded  in 
the  future,  her  people  will  be  more  effectively 
employed  and  live  better.  Important  plans 
for  industrial  development  are  under  consid- 
eration. Italy  has  always  been  handicapped 
in  industry  by  want  of  fuel,  but  there  are  great 
possibilities  for  her  in  electrification  by  water 
power.  The  internal  debt  will  be  no  embar- 
rassment if  this  development  of  industry  takes 
place. 

The  Problem  of  Reconstruction. 

These  opinions  as  to  the  speedy  recovery 
and  future  prosperity  of  the  countries  which 
have  suffered  so  heavily  by  the  war  will  be 
questioned  in  some  quarters.  There  is  a  pes- 
simistic view,  which  holds  that  these  countries 
must  be  in  a  state  of  exhaustion,  that  so  much 
capital  has  been  wasted,  and  so  great  a  mort- 
gage has  been  placed  upon  the  national  in- 
come in  the  form  of  indebtedness,  that  they 
are  necessarily  reduced  to  a  condition  of  pov- 
erty from  which  they  will  be  long  in  recover- 
ing. Nobody,  it  is  said,  will  be  able  to  buy 
anything  and  industry  will  be  prostrate. 

This  theory  is  essentially  the  same  as  the  one 
very  commonly  held  at  the  outbreak  of  the 
war,  that  the  conflict  must  of  necessity  be 
short  because  the  expenditures  were  so  great 
that  they  could  not  be  long  continued.  The 
money,  it  was  thought,  could  not  possibly  be 
raised  to  keep  the  treasuries  going  more  than 
a  few  months.  We  know  now  that  something 
was  wrong  about  that  theory,  for  after  four 
years  of  war  all  of  the  governments  were  spend- 
ing money  at  a  higher  rate  than  at  any  previous 
time,  and  the  war  did  not  come  to  an  end  for 
want  of  money. 

Expenditures  from  Current  Production. 

The  error  in  that  theory  was  in  supposing 
that  the  expenditures  would  come  from  a  res- 
ervoir of  previously  stored-up  wealth,  which 
would  soon  be  exhausted,  but  we  see  now 
that  the  expenditures  upon  the  war,  for  the 
most  part,  consisted  of  things  produced  from 
day  to  day  while  the  war  was  going  on.  All 
wealth  at  last  is  in  the  form  of  property  or 
goods  of  some  kind.  The  only  wealth  destruc- 
tion that  takes  place  is  of  property,  and  it 
gives  a  clearer  idea  of  the  losses  to  think  of 
them  in  terms  of  property  than  to  think  of  them 
in  terms  of  money.  If  a  country  is  producing 
as  much  as  it  is  consuming  or  destroying  it  is 
not  getting  worse  off.  It  may  be  consuming 
what  it  ought  to  be  accumulating,  but  this  occurs 
even  in  time  of  peace,  and  is  another  proposition. 


The  truth  is  that  during  Ae  war  the  ener- 
^es  of  the  belligerent  countries  were  concen- 
trated up>on  producing  a  stream  of  supplies  and 
equipment  for  the  war,  all  of  which  were  swal- 
lowed up  and  disappeared.  That  was  economic 
waste  truly,  of  something  that  might  have  be- 
come capital,  but  it  never  was  capital.  It  was 
a  waste  of  energy  which  from  the  economic 
standpoint  might  have  been  better  employed. 
It  was  a  real  waste,  and  we  hope  the  world 
will  have  wisdom  enough  to  avoid  its  repetition 
in  the  future,  but  except  as  a  country's  ability 
to  produce  a  flow  of  economic  goods  is  reduced 
it  is  not  worse  off  economically  than  it  was 
before. 

Much  of  this  war  waste  was  offset  by  the  in- 
creased energy,  economies  and  more  complete 
employment  of  the  people,  including  the  entrance 
of  women  into  industry.  Moreover,  this  expan- 
sion of  industry  and  the  practice  of  economy  ex- 
tended all  over  the  world.  The  neutral  countries 
by  increasing  their  production,  by  consuming  less 
and  by  putting  a  check  upon  their  development 
work  have  helped  the  warring  countries  to  bear 
their  burdens.  The  effect  is  spread  over  the 
world. 

The  Real  Basis  of  Prosperity. 

The  test,  therefore,  of  a  country's  ability  to  re- 
cover from  the  war  and  to  regain  a  state  of  pros- 
perity, is  in  its  capacity  to  produce  a  flow  of  goods 
for  trade  and  to  supply  the  wants  of  the  popula- 
tion. It  is  not  a  question  of  how  much  money  has 
been  expended  on  the  war  or  the  size  of  the  na- 
tional debt.  It  is  a  question  of  production.  How 
much  grain,  meat,  fruits,  cotton,  wool,  coal,  oil 
and  factory  products  are  coming  to  the  markets? 
What  is  the  available  amount  of  machine  power? 
What  is  the  state  of  the  industrial  organization 
and  what  is  the  banking  power?  If  the  facilities 
of  production  and  distribution  are  as  great  as 
ever,  there  is  no  real  obstacle  in  the  way  of  pros- 
perity. 

In  some  of  these  countries  there  has  been  a 
destruction  of  industrial  equipment  and  in  all 
some  impairment  by  wear  and  tear  and  neglect- 
ed upkeep,  but  there  have  been  also  important 
additions  to  capacity  through  new  works  con- 
structed to  supply  war  needs  but  which  are  adapt- 
able to  make  peace  goods.  Furthermore  under 
the  pressure  of  war  needs  there  has  been  a  de- 
velopment of  knowledge  and  of  methods  in  in- 
dustry which  will  permanently  increase  produc- 
tion. These  gains  must  be  taken  into  the  reck- 
oning, and  when  all  factors  are  considered  it 
probably  will  be  found  that  none  of  these  coun- 
tries is  going  to  be  a  very  long  time  in  reaching 
its  pre-war  production,  provided  there  is  no  dis- 
turbance of  industry.  If  social  disorder  prevails 
of  course  the  flow  of  products  will  be  cut  off,  as 
in  Russia. 

Burden  of  National  Debts. 

The  national  debts  are  often  alluded  to  as  a 
great  incubus,  but  payments  upon  a  debt  which  is 


held  within  the  country  do  not  deplete  the  na- 
tional wealth.  It  is  unfortunate  for  a  country  to 
incur  a  debt  for  an  unproductive  purpose  but  the 
loss  occurs  when  the  expenditures  are  made  and 
does  not  occur  again  when  the  debt  is  paid.  All 
that  occurs  at  the  time  of  payment  is  a  circulation 
or  transfer  of  capital,  which  is  vastly  diflFerent 
in  its  effects  upon  the  general  welfare  from  a  de- 
struction of  wealth.  The  government  collects 
from  one  set  of  persons  and  pays  to  another  set 
of  persons,  and  there  is  no  reason  to  question 
that  the  capital  will  be  as  publicly  useful  in  the 
hands  of  the  second  set  as  it  would  have  been  had 
it  remained  in  the  hands  of  the  first  set.  It  is 
presumably  just  as  available  for  use  in  industry 
in  the  hands  of  otie  set  as  with  the  other,  and  that 
is  the  chief  public  interest  in  private  capital. 

It  must  be  remembered  that  the  debt  itself, 
or  the  income  from  it,  is  subject  to  taxation,  so 
that  while  the  debt  is  certainly  not  wealth,  the 
basis  of  taxation  is  enlarged.  The  methods  of 
taxation  of  course  are  important  in  their  im- 
mediate effects,  but  in  the  long  run  there  is  a  na- 
tural adjustment  which  distributes  the  burden 
finally.  There  are  endless  unseen  reactions  and 
compensations  throughout  the  community  in  such 
a  process  of  collection  and  disbursement,  which 
minimize  apparent  inequalities.  If  the  productive 
power  of  the  country  is  maintained  and  the 
products  are  distributed  to  and  consumed  by 
the  people,  the  common  welfare  will  not  suffer. 
All  classes  arc  interested  in  this  broad  distri- 
bution. Wages  and  prices  are  continually  in 
course  of  automatic  adjustment  to  accomplish 
distribution  and  consumption ;  if  it  were  not 
so,  an  increasing  product  would  pile  up,  indus- 
try would  choke  down  and  further  accumula- 
tions of  capital  would  be  useless  and  unprofit- 
able. In  a  modern  industrial  community  the 
output  must  be  distributed  to  the  masses;  no 
other  disposition  can  be  made  of  it.  The  situ- 
ation must  find  an  equilibrium ;  consumption 
must  equal  production.  In  the  modern  com- 
munity it  is  impossible  for  the  rich  to  grow 
richer  and  the  poor  poorer,  because  an  increase 
of  riches  means  an  increase  in  the  productive 
equipment,  an  increased  demand  for  labor,  and 
a  greater  supply  of  goods  to  be  distributed  to 
the  population.  We  may  conclude  therefore 
that  the  national  debts  will  not  be  paid  by  di- 
minishing the  consumption  of  the  people. 

The  debts  will  grow  relatively  smaller,  even  if 
no  payments  are  made  on  them,  as  industry  be- 
comes more  productive.  Industry  was  makintr 
rapid  strides  before  the  war,  and  its  progress  will 
he  accelerated  in  the  future.  Ever>'  discover}' 
that  saves  labor  cheapens  production  and  in- 
creases the  average  individual  income  and 
diminishes  the  importance  of  the  debts. 

The  Industrial  Row. 

The  Bolsheviki  make  the  same  error  as  the 
people  who  thought  the  war  would  be  fought  by 
dipping  down  into  a  reservoir  of  wealth.    They 


want  to  seize  upon  existing  riches,  but  the  prop- 
erties which  they  have  seized  in  Russia  are  of  no 
value  to  them,  because  those  properties  are 
merely  agencies  for  producing  wealth,  and  in 
the  hands  of  the  Bolsheviki  they  are  producing 
nothing.  It  is  the  steady  and  always-increas- 
ing flow  of  consumable  products  which  is  of 
concern  to  the  public.  All  of  the  benefits  from 
these  properties  come  out  in  the  flow.  The  in- 
dustries are  not  producing  for  the  owners  but 
for  the  consuming  public.  The  farmer  is  not 
raising  grain  for  himself  but  for  the  bread- 
eaters,  and  upon  the  intelligence  and  industry 
with  which  the  farms  are  tilled  depends  the 
welfare  of  the  consumers.  Any  scheme  for 
changing  the  management  of  the  properties 
which  reduces  the  output  or  increases  the 
cost  of  the  output,  is  harmful  to  the  whole  com- 
munity. 

This  inclination  to  place  the  emphasis  upor 
ownership  of  the  agencies  of  production  instead 
of  upon  volume  of  product  or  character  of  serv- 
ice is  manifested  by  a  great  many  people  who  are 
not  so  radical  as  the  Bolsheviki.  It  is  the  weak- 
ness in  all  of  the  proposals  to  put  the  government 
into  business  operations.  It  is  advocated  as  de- 
mocracy in  industry,  but  it  is  government  from 
the  top  and  really  autocracy  and  bureaucracy 
in  industry.  It  results  as  autocracy  and  bu- 
reaucracy always  do  in  a  dead,  unprogressive 
and  costly  regime.  A  few  men  at  the  top 
cannot  successfully  do  the  thinking  and  plan- 
ning for  all  society.  There  are  undoubted  ad- 
vantages in  concentrating  authority  tempo- 
rarily for  a  great  national  effort,  but  there 
must  be  free  play  for  the  individual  forces 
to  achieve  progress.  The  most  important 
consideration  to  be  borne  in  mind  about  the 
industrial  organization  is  that  there  are  always 
endless  possibilities  of  development  and  the  real 
progress  of  society  comes  in  this  manner. 

Position  of  the  United  States. 

It  would  be  going  too  far  to  affirm  that  the 
United  States  has  profited  by  the  war,  for  no- 
body can  strike  a  balance  between  what  it  has 
gained  by  the  war  and  what  it  would  have  gained 
in  the  normal  order  of  things  had  there  been  no 
war.  But  it  is  certain  that  the  country  comes  out 
of  the  conflict  in  a  much  stronger  position  than 
it  was  before.  It  has  become  a  creditor  country, 
it  has  increased  the  capacity  of  many  of  its  im- 
portant industries,  it  has  the  good  will  of  other 
nations  to  a  higher  degree  than  ever  before. 
The  opportunities  open  to  it  are  greater  than 
it  has  ever  faced  before. 

We  have  an  enormous  capacity  for  the  man- 
ufacture of  steel,  machinery  and  equipment  of 
every  kind  and  the  whole  world  will  be  wanting 
these  things.  Everywhere,  even  in  the  backward 
countries,  there  is  an  awakening  to  the  possibili- 
ty of  producing  a  greater  flow  of  the  goods  want- 
ed for  the  welfare  of  the  people,  and  machinery 
is  the  means  for  doing  it.    To  supply  such  equip- 


ment, however,  it  will  be  necessary  for  us  to  per- 
form the  usual  part  of  a  creditor  nation  and 
finance  the  construction  work,  taking  pay  in  pro- 
prietary interests  and  securities.  This  is  the 
method  by  which  Great  Britain  and  Germany 
built  up  their  trade  and  obtained  their  extensive 
foreign  interests.  As  for  sales  for  reconstruction 
purposes  in  Europe,  it  is  evident  from  the  state  of 
the  exchanges  that  we  can  make  none  except  by 
the  extension  of  credit,  and  this  does  not  mean 
ordinary  commercial  credit  but  long  term  credit. 
We  must  expect  to  take  securities  and  when  the 
interest  comes  due  take  more  securities  for  that. 
This  is  not  a  situation  due  to  the  poverty  of  the 
countries,  but  to  unavoidable  conditions.  They 
cannot  spare  gold  in  the  sums  that  would  be  re- 
quired and  if  they  did  we  could  not  afford  to 
receive  it,  for  reasons  which  will  be  referred  to 
later.  They  cannot  begin  to  produce  largely  for 
exchange  until  they  accomplish  their  rehabilita- 
tion ;  moreover,  there  will  be  a  question  as  to 
what  extent  we  will  want  to  admit  goods  which 
come  into  competition  with  our  own  produc- 
tion. There  is,  then,  no  way  satisfactory  even 
to  ourselves  of  receiving  pay  immediately  ex- 
cept in  securities.  In  other  words,  if  we  want 
to  make  sales  to  them  payments  must  be  de- 
ferred. Eventually  we  must  expect  to  so  inte- 
grate our  industries  to  theirs  that  we  can  actu- 
ally trade  with  them  on  a  mutually  advan- 
tageous basis. 

The  Business  Outlook. 

It  is  not  possible  to  doubt  that  a  great  period 
of  prosperity  awaits  the  country  as  soon  as  the 
readjustments  to  a  peace  basis  are  made,  and  in 
our  opinion  the  required  readjustments  are  not 
such  as  to  occasion  alarm.  The  situation  is  in- 
herently strong.  Stocks  of  goods  of  all  kinds 
are  low  all  over  the  world,  and  people  have  been 
economizing  in  purchases  until  their  needs  are 
pressing.  This  country  could  have  had  a  great 
foreign  trade  during  the  past  year  despite  high 
prices,  but  for  the  embargoes  and  shortage  of 
shipping.  Construction  and  repair  work  is  be- 
hind. Germany;  the  greatest  steel  exporter  be- 
fore the  war,  has  exported  none  for  four  years. 
Belgium  and  France,  also  exporters  of  steel  have 
sold  none  in  the  same  time  and  England's  sales 
have  been  greatly  reduced.  These  arrearages  na- 
turally must  be  made  up.  In  the  past  the  con- 
sumption of  steel  was  always  rapidly  increasing, 
and  it  may  be  expected  to  increase  even  more 
rapidly  in  the  future.  The  demands  of  Europe 
upon  the  European  supply  will  be  so  great  that 
the  other  world  markets  will  have  to  look  largely 
to  the  United  States  for  early  attention.  Fur- 
thermore, this  country's  capacity  to  absorb  iron 
and  steel  is  very  great,  and  there  is  unquestiona- 
bly a  heavy  domestic  demand  in  waiting.  The 
one  question  which  cannot  be  definitely  answered 
is  as  to  the  level  of  prices  at  which  this  demand 
will  come  forward  promptly. 


TiM  Price  QoMtioa. 

The  end  of  the  war  raises  a  question  as  to 
the  future  of  prices  which  of  itself  puts  a  check 
upon  buying.  Every  dealer  wishes  to  keep  his 
stock  as  low  as  possible  while  this  question  is 
pending;  nevertheless  once  they  are  low  they 
must  be  replenished  in  order  to  continue  busi- 
ness. Consumers  will  hold  off  to  some  extent 
also  if  they  expect  prices  to  fall,  but  where 
great  numbers  of  people  are  in  possession  of 
more  funds  than  usual,  as  is  the  case  to-day 
in  many  countries,  the  United  States  included, 
a  very  high  degree  of  restraint  in  personal 
expenditures  is  not  to  be  expected.  Expendi- 
tures which  represent  capital  investments  are 
more  directly  affected.  Business  men  are 
reluctant  to  put  capital  into  permanent  in- 
vestments at  a  high  level  of  costs,  because 
it  means  permanently  high  costs  for  their 
products.  Business  prudence  dictates  delay 
in  the  case  of  new  enterprises,  unless  there 
is  some  special  advantage  to  be  gained  by 
haste.  In  the  case  of  repairs  and  replacements 
delay  may  be  impracticable. 

The  indications  are  that  there  is  a  good  vol- 
ume of  business  which  will  come  forward  at 
present  prices  or  with  moderate  concessions,  and 
more  as  reductions  occur.  Including  the  whole 
field,  there  is  an  assurance  of  business  which  in 
ordinary  times  would  be  considered  an  unusually 
good  outlook  for  the  next  year.  This  is  especially 
true  in  sections  where  the  agricultural  and  metal 
mining  interests  predominate  and  prosperity  in 
these  regions  will  react  upon  the  manufacturing 
states.  It  is  only  by  comparison  with  the  enor- 
mous government  demands  of  war  time  that 
the  prospect  appears  doubtful.  It  goes  with- 
out saying  that  war-time  conditions  will  not 
continue  and  it  is  not  desirable  that  the  press- 
ure of  war-time  should  continue.  There  has 
been  a  demand  for  materials  and  labor  in  ex- 
cess of  any  possible  supply,  and  the  conditions 
thus  created  in  the  nature  of  things  were  ab- 
normal and  temporary. 

77~  Cost  of  Living:. 

It  cannot  be  questioned  that  the  general  ten- 
dency will  be  downward  from  present  levels,  but 
there  are  counter  influences  which  will  tend  to 
hold  the  movement  in  check.  The  most  impor- 
tant of  these  influences  is  the  high  cost  of  living, 
which,  owing  to  the  situation  in  food  stuflFs  and 
clothing  materials  seems  not  likely  to  decline 
much  before  another  world's  crop  has  come  to 
market.  It  is  very  desirable  that  the  general 
wage  scale  and  living  costs  shall  decline  to- 
gether, so  that  the  wage-earner  may  lose  noth- 
ing of  his  present  command  over  the  goods 
which  enter  into  his  budget. 

In  due  time  the  cost  of  living  will  certainly 
come  down.  It  would  be  impossible  by  any  con- 
cert of  action  that  can  be  imagined  to  keep  farm 
products  at  the  present  level.    They  are  bound 


to  follow  the  law  of  supply  and  demand,  and  the 
development  which  is  going  on  in  agriculture,  to 
gether  with  the  demobilization  of  the  armies  will 
bring  them  down.  The  farm  tractor  is  an  agency 
which  will  have  an  important  effect,  especially 
in  the  opening  of  new  lands,  and  there  are  nu- 
merous influences  at  work.  But  when  farm  prod- 
ucts come  down,  so  that  the  farmer  is  feeding 
the  industrial  population  at  lower  prices,  he  will 
expect  that  the  industrial  products  which  he  buys 
will  also  come  down.  It  will  be  unfair  to  him  if 
they  do  not,  and  if  they  should  not  do  so  prompt- 
ly there  will  be  a  renewal  of  the  movement  away 
from  the  farm  and  into  the  town  industries  until 
the  equilibrium  is  restored  by  natural  forces. 

Of  course  it  is  to  be  hoped  that  in  these  read- 
justments all  parties  will  gain  something,  and  that 
will  be  the  case  if  they  all  improve  their  methods 
and  are  loyal  and  fair  to  each  other  as  partners 
should  be.  They  are  all  members  of  the  pro- 
ductive organization,  exchanging  services  with 
each  other,  and  if  they  all  increase  in  efficiency, 
they  will  all  find  their  labors  bringing  them  larg- 
er returns.  And  no  class  can  increase  its  net 
earnings  in  any  other  way  without  reducing  the 
share  of  the  others. 

The  Transition  Period. 

Doubts  as  to  the  future,  therefore,  relate  to  the 
transition  period.  It  is  recognized  that  there  are 
inevitable  difiiculties  about  the  transfer  of  mil- 
lions of  men  from  the  armies  and  war  industries, 
where  their  services  produce  nothing  for  the  pub- 
lic market,  back  to  the  peace  industries,  where 
everything  they  produce  must  be  absorbed  and 
taken  off  the  market  by  the  public  demand.  It  is 
evident  that  there  must  be  a  general  readjustment 
of  trading  relations,  or  in  other  words,  of  wages 
and  prices,  which  is  a  process  that  takes  time.  It 
cannot  be  regulated  by  any  arbitrary  authority. 
It  must  work  itself  out.  There  has  been  talk  of 
having  the  Government  fix  minimum  prices,  to 
prevent  a  too  rapid  decline,  but  it  is  evident  that 
the  Government's  control  over  rising  prices,  al- 
though not  absolute,  is  greater  than  over  falling 
prices.  The  producers  would  not  want  the  Gov- 
ernment's minimum  maintained  if  the  public 
failed  to  buy  at  that  level,  and  fixing  the  minimum 
would  accomplish  nothing  unless  the  Government 
stood  ready  to  take  the  output. 

Public  Worlcs. 

There  is  one  way,  however,  in  which  the  Gov-  1 
emment  might  contribute  effectively  to  stabilize 
the  situation,  and  that  is  by  providing  a  program 
of  expenditures  upon  public  works  to  take  the 
place  of  war  expenditures.  The  shift  of  labor 
from  public  employment  to  private  employ- 
ment would  thus  take  place  gradually,  instead 
of  suddenly,  the  readjustments  would  be  made 
gradually,  and  the  confusion  and  disturbance 
which  is  apprehended  would  be  minimized  and 
no  longer  feared.  The  French  Government 
already     has    made    appropriations    aggregat- 


ing  $680,000,000  for  peace  work,  of  which 
$360,000,000  is  for  the  railways,  $200,000,- 
000  for  ports,  bridges  and  road  construction, 
and  $100,000,000  is  to  be  alloted  to  the  com- 
munes and  provinces  to  aid  their  undertakings. 
In  Italy  appropriations  have  been  made  of 
approximately  $350,000,000  for  railways,  $200,- 
000,000  for  public  works,  $100,000,000  for  public 
utilities,  $20,000,000  for  adjustment  of  unem- 
ployed labor.  What  would  the  appropriations 
of  the  United  States  amount  to  on  that  scale 
if  made  in  proportion  to  our  resources?  In 
England  a  similar  policy  will  be  pursued  by  the 
national  government. 

The  only  effective  assurance  against  unemploy- 
ment or  wage-reductions  is  by  having  a  program 
of  work  to  be  done.  The  situation  is  an  extra- 
ordinary one  and  therefore  justifies  unusual  pre- 
cautions. It  is  quite  unnecessary  for  the  Gov- 
ernment to  continue  expenditures  upon  any- 
thing like  the  present  scale,  or  that  it  should 
employ  anybody  for  the  mere  purpose  of  provid- 
ing work.  There  is  now  a  general  scarcity  of  la- 
bor the  country  over,  and  the  wants  of  private 
industry  should  be  supplied  as  rapidly  as  possible 
by  releasing  men  from  the  Government  opera- 
tions. In  the  case  of  enlisted  or  conscripted  men 
it  might  well  be  a  selective  demobilization,  as  il- 
lustrated by  the  release  of  anthracite  coal  miners, 
so  that  those  who  do  not  have  definite  employ- 
ment in  view  would  be  the  last  to  leave  the  ser- 
vice. 

Wanted,  an  Industrial  Program. 

The  Secretary  of  the  Treasury  has  already 
ordered  the  resumption  of  work  upon  public 
buildings.  There  are  so  many  worthy  projects 
for  the  improvement  of  ports  and  waterways  of 
real  importance  that  it  is  quite  unnecessary  to  in- 
clude in  such  a  program  any  undertaking  which 
is  not  of  fundamental  merit.  Furthermore,  under 
the  leadership  of  the  federal  government  the  co- 
operation of  states,  municipalities  and  minor 
branches  of  the  public  administration  undoubted- 
ly may  be  secured.  While  in  ordinary  times  ex- 
penditures upon  public  works  should  be  made  up- 
on the  same  principles  of  economy  which  are  ob- 
served in  private  undertakings,  it  is  not  funda- 
mental in  the  present  situation  that  costs  should 
be  compared  with  what  they  may  be  at  a  later 
time.  There  is  no  loss  more  complete  or  waste  so 
deplorable  as  that  of  having  men  idle  because 
they  cannot  find  work.  The  country  will  be  better 
off  to  have  work  of  this  class  go  forward  on  a 
scale  sufficiently  large  to  absorb  any  portion  of 
the  labor  supply  not  otherwise  in  demand. 

Society  has  just  been  taught  the  great  lesson 
that  if  there  is  complete  employment  for  all  the 
people  even  the  enormous  wastes  of  war  may  be 
endured  and  yet  a  state  of  general  prosperity  be 
maintained.  With  the  pressing  needs  of  the 
world  at  this  time  for  commodities  of  all  kinds, 
unemployment  can  only  occur  as  the  result  of 


general  industrial  disorganization  and  confusion. 
Society  should  show  itself  capable  of  averting 
such  a  condition. 

An  illustration  of  the  conflicting  interests  and 
cross  purposes  which  inevitably  confuse  the  com- 
munity as  a  whole  is  seen  in  the  conflicting  pol- 
icies of  government  departments.  While  the  in- 
dustrial department  goes  on  approving  wage  in- 
creases, and  the  war  and  navy  departments  go  on 
temporarily  with  war  material  contracts  for  the 
sake  of  keeping  labor  employed,  it  is  announced 
that  the  railroad  administration  will  not  make 
any  more  equipment  contracts  until  costs  are 
lower.  It  is  a  very  doubtful  policy  to  spend  a 
dollar  for  war  material  which  there  is  no  likeli- 
hood of  ever  using,  but  it  is  wise  policy  to  pro- 
vide against  unemployment  and  industrial  confus- 
ion by  shifting  labor  to  useful  public  works. 

It  would  be  good  policy  to  allow  the  railways 
and  public  utilities  of  all  kinds  to  make  a  deprec- 
iation charge  to  cover  the  actual  difference  be- 
tween the  cost  of  making  extensions  and  im- 
provements now  and  the  cost  of  making  them  at 
the  level  of  wages  and  prices  which  is  finally  de- 
termined to  be  normal  and  permanent. 

This  would  mean  of  course  that  the  railway 
and  public  utility  commissions  would  allow  the 
companies  to  be  compensated  by  adequate 
charges  against  the  public,  but  the  public  could 
afford  to  pay  the  cost  for  the  sake  of  stabilizing 
the  industrial  situation  and  maintaining  general 
prosperity. 

Living:  Costs  the  Vital  Factor  In  Readjustment. 

The  contrary  view  is  that  a  general  readjust- 
ment is  inevitable  and  that  the  sooner  it  comes 
the  better.  If  a  general  readjustment  was  pos- 
sible at  once  there  would  be  much  force  in  this 
argument,  but  a  general  and  fair  readjustment 
which  will  be  accepted  without  contention  will 
not  be  possible  until  the  agricultural  situation 
rights  itself  the  world  over,  so  that  living  costs 
can  decline. 

Living  costs  must  be  recognized  as  the  funda- 
mental factor  in  the  industrial  situation.  In  the 
long  run,  with  industry  free  the  industries  will 
come  naturally  into  fair  relations  with  each  other, 
but  in  a  time  like  this  intelligent  guidance  is  tem- 
porarily needed.  What  is  required  now  is  that 
labor  should  be  shifted  to  productive  work,  so 
far  as  possible  without  controversy,  until  this 
most  serious  obstacle  to  a  fair  readjustment 
naturally  disappears.  With  proper  leadership 
and  management,  aided  by  general  good  will, 
this  can  be  accomplished  and  the  cost  spread  over 
the  community  so  widely  that  nobody  will  feel 
it,  and  in  fact  the  cost  will  be  less  than  that  which 
might  result  from  allowing  the  situation  to  drift. 

Although  it  is  desirable  as  a  general  principle 
that  wage  changes  should  occur  only  in  con- 
formity to  changes  in  the  general  level  of  living 
costs,  of  course  this  rule  would  not  apply  in  cases 
where  owing  to  peculiar  conditions  wage  rates 
have  been  abnormally  inflated  and  are  out  of 


line  with  the  general  wage  level.  There  are  ob- 
vious instances  of  this  kind.  The  effort  should 
be  to  maintain  just  conditions. 

Weakness  o(  an  Unorganized  Situation. 

It  is  the  uncertainty  of  an  unorganized  situation 
which  makes  it  dangerous.  In  the  old  days  be- 
fore the  Federal  reserve  system  was  organized, 
when  every  banker  felt  that  he  was  an  isolated 
factor  in  the  banking  situation,  the  first  cloud  in 
the  sky  caused  each  one  to  grab  what  money 
he  could  and  lock  it  up  in  his  own  vault,  the  very 
action,  certain  to  precipitate  a  crisis.  And  yet 
that  action  was  perfectly  natural :  each  banker 
felt  that  what  he  personally  might  do  or  refrain 
from  doing  would  be  of  small  influence  upon 
the  general  situation,  although  perhaps  vital  to 
his  own  institution.  It  seemed  useless  to  forego 
taking  such  precautions  as  he  might  for  his  own 
protection,  since  the  general  situation  was  beyond 
his  control. 

And  so  in  the  present  industrial  situation  each 
individual  feels  that  what  he  may  do  or  not  do 
will  be  of  small  influence  upon  the  general  trend, 
and  is  disposed  to  wait  and  see  what  everybody 
else  will  do,  a  policy  of  inaction  which  tends  to 
industrial  disorganization.  What  is  needed  to 
meet  the  situation  is  a  constructive  policy,  with 
leadership  strong  enough  to  give  assurance  that 
the  situation  is  not  going  to  fall  to  pieces.  With 
the  great  amount  needing  to  be  done  this  as- 
surance may  be  all  that  is  needed.  Voluntary 
action — a  general  impulse  to  go  ahead  with  priv- 
ate plans — may  leave  nothing  more  for  the  leader- 
ship to  do. 

For  years  water-power  development  has  been 
at  a  standstill  in  the  United  States,  under  the  in- 
fluence of  a  fear  that  if  the  development  oc- 
curred the  waters  now  running  idly  to  the  sea 
might  make  too  much  money  for  somebody.  This 
would  be  an  opportune  time  to  have  water-power 
development  proceed. 

Business  Interests. 

The  interests  of  merchants,  bankers,  railway 
owners,  manufacturers,  and  the  entire  list  of  peo- 
ple who  compose  the  trading  and  employing  class 
is  in  maintaining  well-balanced,  efficient  industry, 
with  all  wage  earners  employed  at  good  wages  and 
farmers  receiving  fair  prices  for  their  products. 
In  other  words,  these  business  men,  who  are 
often  the  subject  of  attack,  are  interested  in  the 
largest  possible  flow  of  products  through  the 
channels  of  trade.  They  are  interested  in  hav- 
ing the  purchasing  power  of  the  masses  con- 
stantly increase  to  correspond  with  the  increas- 
ing production  and  flow  of  goods,  as  processes 
are  improved  and  new  capital  is  accumulated 
in  industry.  It  is  true  that  individual  em- 
ployers will  want  to  get  labor  as  cheaply  as 
possible  and  may  be  so  selfish  as  to  wish  to 
evade  their  own  obligations,  but  the  interests 
of  employers  as  a  class  are  in  having  a  prosper- 
ous community  in  which  to  sell  their  goods. 


The  employers  who  fail  to  see  this  are  blind  to 
their  own  interests.  There  are  such,  of  course. 
Unfortunately  there  is  so  much  ignorance  of 
mutual  interests  in  all  classes  that  none  is  en- 
titled to  indulge  in  unrestrained  indignation  at 
others  on  this  account.  The  real  social  problem 
is  how  to  bring  about  a  general  comprehension 
of  the  interests  which  all  have  in  common. 

When  such  comprehension  is  attained  it  will 
be  seen  that  the  entire  community  is  interested 
in  developing  the  capabilities  of  all  its  members 
to  make  them  efficient  wealth-producers.  The 
war  experiences  have  taught  how  dependent 
the  nation  is  upon  the  intelligence,  the  indus- 
try, the  skill  and  fidelity  of  all  its  citizens.  It  is 
the  high  average  efficiency  which  makes  a  great 
people,  and  it  should  be  the  constant  care  and 
purpose  of  the  community  to  bring  up  to  the 
standard  those  who  are  below  it. 

The  war  is  over,  but  the  Councils  of  Defense 
should  not  be  dissolved.  In  every  county  and 
community  they  should  go  on  with  the  work  of 
developing  the  latent  resources  about  them  and 
above  all  else  the  neglected  human  resources. 
This  bank  is  greatly  interested  in  the  devel- 
opment of  foreign  trade,  but  it  does  not  hesi- 
tate to  say  that  the  possibilities  of  foreign  trade, 
important  though  it  believes  them  to  be,  are 
insignificant  compared  with  the  possibilities 
which  lie  in  increasing  the  purchasing  power 
of  our  own  people. 

Government  Loans. 

The  final  figures  of  subscriptions  to  the 
Fourth  Liberty  Loan,  by  districts,  were  as  fol- 
lows : — 

District  Quota  Subscribed  Per  Ct 

Boston     I    500,000,000  $    632,221,950  126.44 

Richmond     280,000.000  352,688,200  125.95 

Philadelphia    500,000,000  598,763,650  119.75 

Cleveland     600,000,000  702,059,800  117.00 

Dallas     126,000,000  145,944,450  115.82 

Minneapolis     210,000,000  241,628,300  115.06 

San   Francisco   ■  102,000,000  459,000,000  114.17 

St.    Louis    260,000,000  296,388,550  113.99 

New    York    1,800.000,000  2,044,778,600  113.59 

Atlanta     192.000,000  217,885,200  113.48 

Kansas   City    260,000,000  294,649,450  113.32 

Chicago    870,000,000  969,209,000  111.40 

Total     $6,000,000,000         J6,955,217,I50         

United  Sutes  Treasury   ..  33,829,850         

Total »6,989,047,000         116.48 

Payments  received  at  the  Treasury  upon  the 
loan  to  November  26  aggregated  $5,262,- 
525,662. 

The  Secretary  of  the  Treasury  has  an- 
nounced that  the  full  proceeds  of  the  loan  have 
been  expended,  the  unpaid  portion  having  been 
anticipated  by  the  sale  of  Treasury  certificates, 
which  are  yet  to  be  paid.  He  is  planning  for 
one  more  large  loan,  to  be  offered  next  April, 
probably  for  $5,000,000,000,  although  the 
amount  is  not  named.  In  the  meantime  the 
Treasury  will  be  supplied  with  funds  by  the 
sale  of  Treasury  certificates,  of  which  there 
will  be  an  offering  every  two  weeks,  the  first 
to  be  dated  December  5,  1918,  fall  due  May  6, 


1918,  and  draw  interest  at  4j4  per  cent.  The 
Secretary  asks  every  national  bank  and  every 
state  bank  and  trust  company  to  subscribe  to 
each  offering  at  the  rate  of  2^  per  cent,  of  its 
gross  resources  or  5  per  cent,  per  month.  The 
total  of  subscriptions  asked  for  from  each  bank 
in  five  months  will  therefore  be  25  per  cent,  of 
its  gross  resources. 

The  Secretary  states  that  disbursements  for 
current  expenditures,  including  loans  to 
Allies,  from  July  1  last  to  November  23  aggre- 
gated $8,213,070,568,  and  that  for  the  month  of 
November  they  will  be  close  to  $2,000,000,000. 
Settlements  upon  war  contracts  will  probably 
make  the  expenditures  even  higher  in  the  next 
few  months. 

The  Secretary  indicates  that  the  next  loan 
will  be  for  a  shorter  term  than  any  of  the  pre- 
ceding ones,  probably  not  over  five  years, 
which  in  view  of  the  fact  that  the  war  is  over 
is  undoubtedly  good  policy.  For  the  same  rea- 
son it  probably  will  be  advisable  to  make  the 
interest  rate  conform  more  closely  to  the  mar- 
ket rate.  It  will  be  a  more  difficult  task  to  se- 
cure a  wide  distribution  of  a  great  loan  below 
the  market  rate  than  in  war  times.  The  situa- 
tion will  be  eased,  however,  by  the  fact  that 
the  rate  on  corporation  securities  is  tending 
downward,  and  that  the  end  of  government 
bond  offerings  is  in  sight.  If  the  present 
holders  of  government  bonds  could  be  counted 
on  to  keep  them  with  the  tenacity  usually 
characteristic  of  the  owners  of  government  se- ' 
curities  the  Liberty  Bonds  would  go  above  par 
promptly,  but  no  one  can  foretell  how  many 
will  come  on  the  market  when  all  patriotic 
restraints  are  loosed.  There  will  be  all  sorts  of 
propositions  to  take  them  in  trade,  for  other 
stocks  and  bonds,  merchandise,  town  lots, 
homes,  etc.,  etc.,  and  the  traders  will  market 
them.  The  extent  of  these  operations  is  the 
uncertain  factor  in  future  prices. 

The  Banking  Situation. 

The  total  earning  assets  of  the  Federal  re- 
serve banks  on  November  22nd,  were  $2,255,- 
560,000,  as  against  $2,295,122,000,  on  October 
25th,  $2,080,566,000  on  September  27th,  $1, 
345,112,000  on  June  28th  and  $979,141,000  on 
November  23,  1917.  The  expansion  since  July 
1st  has  been  very  rapid,  and  it  was  not  pleasant 
to  contemplate  a  continuance  at  that  rate  for 
another  year,  but  happily  the  worst  is  over. 
The  crest  of  the  demand  for  money  is  probably 
past,  for  although  the  Government  will  re- 
quire a  great  deal  in  its  settlements,  its  pay- 
ments will  be  in  liquidation  of  war  contracts 
without  renewals  of  them,  and  the  recipients, 
instead  of  holding  on  to  the  funds  for  contin- 
ued operations  will  be  paying  off  their  obliga- 
tions. During  the  past  year  costs  and  prices 
have  been  on  a  rising  scale,  constantly  absorb- 
ing more  capital  or  credit,  but  from  now  on 
there  will  be  at  least  moderate  recessions  in 


both  industrial  activity  and  the  prices  of  com- 
modities, with  the  result  that  less  bank  credit 
will  be  required.  Even  if  the  peace  demands 
upon  industry  should  be  equal  to  the  most  san- 
guine expectations  they  will  not  be  so  impera- 
tive and  regardless  of  costs  as  war  business  of 
necessity  has  been.  Already  there  is  an  easing 
of  the  situation.  Offerings  of  commercial 
paper  are  lighter,  indicating  either  that  opera- 
tors are  expecting  to  use  less  money  or  that 
they  are  holding  off  to  see  what  the  develop- 
ments may  be.  In  this  their  attitude  is  like 
tliat  of  the  buj'ers  of  merchandise.  In  view  of 
the  loaned-up  condition  of  the  banks,  and  their 
natural  inclination  to  reduce  their  re-discounts, 
there  will  have  to  be  a  very  considerable  de- 
gree of  liquidation  before  commercial  rates 
are  much  affected.  The  probability  that  the 
banks  will  have  to  do  an  even  larger  proportion 
of  the  Treasury  financing  in  the  future  will 
also  tend  to  sustain  rates.  Beginning  at  once 
the  Treasury  will  offer  from  $1,000,000,000  to 
$1,500,000,000  of  certificates  to  the  banks  every 
month,  and  although  these  funds  will  be 
promptly  disbursed,  that  amount  of  credit  will 
be  tied  up  in  the  circuit  until  the  Government's 
current  obligations  are  materially  reduced.  The 
first  affect  of  these  Treasury  borrowings  may  be 
to  tighten  the  money  market,  but  a  relaxation 
must  follow  as  the  funds  are  applied  upon  priv- 
ate indebtedness. 

Bank  Reserves. 

A  very  great  change  has  taken  place  since 
1914,  in  the  banking  situation  of  the  United 
States  and  in  the  ability  of  the  banks  to  pro- 
vide credit,  as  a  result  of  the  establishment  of 
the  Federal  reserve  system  and  consequent  al- 
terations in  the  reserve  requirements  of  the 
national  banks.  The  stock  of  gold  in  the  coun- 
try has  increased  by  approximately  $1,250,- 
000,000  and  the  stock  is  now  more  closely  con- 
centrated in  the  reserve  banks  than  it  formerly 
was  in  the  national  banks.  Just  before  the 
Federal  reserve  banks  began  business  in  No- 
vember, 1914,  the  total  amount  of  all  kinds  of 
reserve  money  in  national  banks  was  $925,- 
553,000.  On  November  22,  1918,  the  reserves 
of  the  twelve  reserve  banks  aggregated  $2,116,- 
257,000,  of  which  $2,060,265,000  was  gold. 
Each  dollar  of  this  reserve  money  has  much 
greater  reserve  efficiency  under  the  law  than  it 
had  in  the  national  banks  under  the  old  law. 

It  is  evident  therefore  that  if  the  general 
level  of  prices  and  volume  of  trade  should  decline 
to  anywhere  near  what  it  was  before  the  war 
several  interesting  changes  in  the  banking  sit- 
uation will  occur.  The  practice  of  rediscount- 
ing  at  the  Federal  reserve  banks  will  fall  into 
innocuous  desuetude  and  the  earnings  of  these 
banks  will  decline  accordingly.  The  deposits 
of  all  banks  will  diminish  by  liquidation,  be- 
ing checked  off  to  pay  loans,  and  the  percent- 
age of  reserves  to  the  remaining  deposit  lia- 
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bilities  consequently  will  be  high.  The  result 
of  such  a  situation  will  be  a  demoralization  of 
interest  rates,  such  as  characterized  the  period 
in  1915  and  1916  when  gold  was  coming  into 
this  country  freely.  The  stock  was  taken  up 
rapidly  at  that  time  by  expanding  industry  and 
rising  prices.  The  war  created  an  unlimited 
market  for  goods  of  many  kinds,  and  every  em- 
ployer in  good  credit  was  actively  bidding  in 
the  market  for  labor  and  materials.  There 
were  definite  contracts  to  work  on  which  war- 
ranted this  activity.  The  bank  reserves  and 
available  credit  will  be  present  in  1919,  but  will 
there  be  contracts  offering  which  will  warrant 
similar  activity  on  the  part  of  employers?  If 
not,  then  there  is  going  to  be  a  surplus  of  gold 
in  the  country,  idle  and  useless  here,  and  if 
it  is  wanted  somewhere  else  the  logical  course 
will  be  to  send  it  there,  just  as  we  do  wheat 
when  we  have  a  surplus  of  that  commodity. 

Redistribution  of  Gold. 

In  other  words,  if  we  have  more  gold  than 
we  can  use,  and  other  countries  need  it ;  if  under 
war  conditions  we  have  obtained  more  than 
our  normal  share  of  the  world's  supply,  a  re- 
distribution is  in  order  and  there  is  likely  to  be 
a  profit  in  buying  or  borrowing  gold  in  New 
York  and  selling  it  in  London,  Paris  or  Berlin. 
We  say  that  this  will  be  the  logic  of  the  situa- 
tion, but  there  may  be  difficulties  about  it. 
The  chief  difficulty  will  be  about  the  manner 
of  paying  for  it.  What  will  they  give  for  it, 
with  the  balance  on  account  already  so  heavily 
in  favor  of  the  United  States?  Will  they  give 
us  goods  for  it?  At  the  beginning  they  will 
certainly  need  commodities,  raw  materials  and 
equipment  more  than  they  do  gold.  Will  they 
give  us  securities  or  plain  promissory  notes  for 
it?  That  is  more  likely  at  the  first,  but  how 
fast  are  we  prepared  to  absorb  foreign  loans? 
The  public  market  has  taken  very  few  as  yet. 
The  $8,000,000,000  which  the  United  States 
Government  has  taken  from  foreign  govern- 
ments signifies  nothing  as  to  the  readiness  of 
our  investment  markets  to  take  a  direct  distri- 
bution of  foreign  stocks,  bonds  or  notes.  That 
they  can  be  sold  in  very  considerable  amounts, 
in  the  event  of  a  plethora  of  funds  here  we  have 
no  doubt,  but  can  they  be  sold  in  such  amounts 
as  to  relieve  us  of  surplus  funds? 

If  we  already  have  more  gold  than  we  can 
use  of  course  it  will  be  preposterous  to  have  more 
coming  here  in  payment  of  the  interest  on  the 
foreign  indebtedness  which  we  hold.  We  will 
have  to  at  least  take  securities  for  that,  and  for 
any  balance  on  merchandise  account. 

There  are  people  who  will  listen  with  amaze- 
ment to  the  suggestion  that  we  ought  to  get  rid 
of  some  of  our  gold.  It  seems  altogether  incon- 
sistent with  our  embargo,  still  in  eflfect,  under 
which  we  forbid  the  exportation  of  gold  even  to 
pay  our  legitimate  debts.  But  it  was  pointed  out 
two  years  ago  when  the  heavy  importations  were 


made  that  ihe\  involved  an  after-the-war  prob- 
lem. The  perils  of  having  more  than  our  rightful 
share  of  the  world's  gold  were  pointed  out  at 
at  that  time.  They  exist  in  the  fact  that  in  the 
long  run  there  is  a  relationship  between  the  gold 
reserves,  the  state  of  credit  and  the  level  of 
prices.  Gold  does  not  lie  indefinitely  idle.  While 
it  is  idle  it  is  harmless,  but  when  it  is  used  in  ex- 
cess it  works  mischief.  Nothing  but  a  condition 
of  industrial  activity  and  level  of  prices  approxi- 
mating that  which  we  have  been  experiencing 
during  the  war  can  keep  this  stock  of  gold  em- 
ployed, and  at  this  level  of  prices  it  is  very 
doubtful  whether  we  can  sell  anything  abroad 
after  Europe  has  resumed  production  at  the 
normal  rate.  In  other  words  this  stock  of 
1,'old  seems  likelj  to  be  either  idle  on  our  hands, 
in  which  case  it  is  dead  capital,  or,  if  in  use 
as  the  basis  of  credit,  the  means  of  elevating  us 
to  a  trade  position  so  far  above  that  of  the  world 
outside  that  it  will  be  untenable. 

Our  Relative  Share. 

We  speak  of  probabilities  because  it  is  not 
altogether  clear  that  we  have  much  more  than 
our  share  of  gold,  or  that  prices  abroad  will 
fail  much  more  than  here.  The  monetary  situa- 
tion of  the  whole  world  has  changed  as  a  result 
of  the  war,  both  as  regards  gold  stocks  and  the 
use  of  paper  money.  Although  our  gold 
reserves  have  increased,  the  gold  reserves  of 
nearly  all  countries  have  increased.  Besides 
the  new  production  of  the  last  four  years,  an 
immense  amount  of  go'd  has  been  withdrawn 
from  circulation  and  accumulated  in  the  banks 
of  issue.  In  all  the  warring  countries  the  gov- 
ernments have  appealed  to  the  public  to  de- 
posit gold  and  take  bank  notes  or  Treasury 
notes  in  exchange  and  the  public  has  done  this 
on  a  large  scale.  The  gold  stock  of  the  Bank 
of  Germany  has  risen  from  about  $338,000,000 
to  about  $620,000,000,  without  any  importa- 
tions unless  possibly  from  Austria-Hungary, 
and  it  has  no  domestic  production.  The  gold 
holdings  of  the  Bank  of  England  have  in- 
creased from  $190,000,000  at  the  outbreak  of 
the  war  to  about  $365,000,000  besides  which 
the  Exchequer  has  set  aside  about  $140,000,000 
as  a  reserve  against  its  own  currency  notes. 
This  gold  has  come  largely  out  of  circulation. 
This  process  of  concentrating  the  gold  hold- 
ings of  the  countries  in  the  central  banks  for 
reserve  purposes  evidently  increases  the  avail- 
able supply  and  the  policy  will  be  maintained. 
A  British  Parliamentary  Committee  on  the 
currency  has  reported  in  favor  of  continuing 
paper  money  in  circulation  for  this  purpose. 

Gold  Holdings  in  19U  and  1918. 

The  holdings  of  the  principal  depositories  of 
gold  the  world  over  at  the  outbreak  of  the 
war  and  at  the  latest  obtainable  date  were  ap- 
proximately as  follows : 
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1914  1918 

Bank  of  England    $190,000,000  $365,000,000 

Exchequer  Note  Reserve   140,000,000 

•Bank  of   France    804,000,000  663,000,000 

Bank   of   Germany    338,000,000  620,000,000 

IBank  of  Russia   776,000,000  400,000.000 

Bank    of    Netherlands    65,000,000  285,000,000 

tBank   of    Italy    231,000,000  210,000,000 

Bank  of  Spain    105,000,000  430,000,000 

Bank  of  Switzerland   35,000,000  74,000,000 

Bank  of   Norway   14,000,000  32,000,000 

Bank  of   Sweden    28,500,000  73,000,000 

Bank  of  Denmark 21,000.000  50,000,000 

Bank    of    Japan     110,000,000  325,000,000 

Argentine   Conversion    Fund  194,000.000  5378,00U,0UU 

$2,911,500,000      $4,045,000,000 

*  The  1918  figures  are  exclusive  of  about  $400,000,000  reported 
as  abroad,  which  is  presumed  to  be  a  foreign  credit. 

t  The  1918  figures  are  for  amount  said  to  be  in  hands  of  gov 
emment  at  Omsk.  Amount  in  hands  of  Bolsheviki,  Ukraine  or 
Finland  governments  unknown. 

tCash. 

i  Including   gold   in   legations. 

It  will  be  seen  that  the  neutral  countries 
have  all  increased  their  gold  holdings,  and  that 
the  Banks  of  England  and  Germany  have  both 
done  so.  The  neutral  countries  probably  will 
not  retain  their  present  holdings  after  the  nor- 
mal trade  conditions  are  restored,  as  a  redistribu- 
tion will  be  natural.  There  is  a  great  circula- 
tion of  paper  money  in  all  of  the  countries  which 
have  been  at  war,  which  has  not  been  convertible, 
and  which  is  a  factor  in  prices.  After  conditions 
are  settled  the  Treasuries  will  doubtless  endeavor 
to  fund  this  paper  largely  into  bonds  as  a  pre- 
liminary to  the  resumption  of  gold  payments, 
but  the  trade  exchanges  will  have  to  be  estab- 
lished on  a  normal  basis  before  the  free  re- 
demption of  paper  money  will  be  attempted. 
Even  after  resumption  has  been  announced  a 
degree  of  control  over  gold  movements,  such 
as  was  always  maintained  in  France  and  Ger- 
many may  be  exercised,  and  vmder  such  con- 
ditions the  banks  of  issue  may  get  along  with 
smaller  reserves  than  were  customary  in  recent 
years  preceding  the  war,  and  continue  in  an  in- 
flated condition.  That  may  be  the  easiest  way 
to  avoid  reducing  nominal  wages. 

It  will  be  recalled  that  after  our  civil  war  the 
program  for  retiring  the  greenbacks  which  was 
adopted  by  the  Secretary  of  the  Treasury  was 
stopped  by  Act  of  Congress,  upon  the  theory 
that  it  was  better  to  let  the  country  grow  up  to 
the  existing  money  supply,  and  the  greenbacks 
have  not  been  retired  to  this  day. 

Effect  of  Foreign  Credit  Conditions  in  United  States. 

What  we  are  interested  to  know  is  whether 
the  European  credit  situation  is  going  to  re- 
main sufficiently  expanded  to  maintain  a  price- 
level  corresponding  to  that  which  will  normal- 
ly result  in  the  United  States  from  our  present 
banking  reserves.  If  it  is  then  we  will  not  be 
at  a  disadvantage  in  that  respect  and  no  re- 
distribution of  gold  will  take  place  from  here, 
but  this  will  mean  that  the  general  price  level 
the  world  over  is  to  remain  considerably  above 
what  it  was  before  the  war.  It  will  also  mean 
that  the  present  unfavorable  position  of  the 
creditor  class,  of  people  who  have  fixed  incomes. 


of  public  utility  corporations  and  of  the  gold- 
mining  industry  will  continue. 

If  this  is  to  be  the  situation,  the  liquidation  of 
credit  in  the  United  States  will  only  go  far 
enough  to  place  the  banks  in  an  easy  position, 
with  a  normal  percentage  of  reserve;  or,  if  it 
goes  farther  the  decline  will  be  temporary, 
until  confidence  in  the  level  of  prices  is  re- 
gained. As  stated  above  an  abnormal  excess  of 
reserves  will  not  be  maintained  very  long. 
Either  gold  will  go  out  of  the  country  or  low 
interest  rates  will  encourage  speculation  and 
enterprise  until  a  normal  relation  between  re- 
serves and  credit  expansion  is  attained.  As 
we  have  seen,  there  are  practical  difficulties 
about  exporting  gold. 

It  will  be  seen  that  the  Bank  of  England  has 
more  than  made  good  in  its  reserves  the  gold 
which  it  sent  to  this  country,  but  its  percent- 
age of  reserve  to  liabilities  is  much  below  that 
of  former  practice. 

The  Cunliffe  Committee. 

The  report  of  the  British  Committee  upon 
"Currency  and  the  Exchanges  after  the  War" 
headed  by  Lord  Cunliffe,  late  Governor  of  the 
Bank  of  England,  shows  that  if  the  advice  of  that 
eminent  body  of  financiers  and  economists  is 
followed,  England  will  get  upon  a  working 
gold  basis  and  eliminate  the  inflation  from  its 
currency  as  quickly  as  practicable,  but  with  care- 
ful regard  for  the  international  situation. 

The  Committee  says  that  the  rise  of  prices 
has  been  much  increased  by  the  inflation  of 
bank  credit.  The  London  Economist  sum- 
marizes the  findings  and  mingles  its  own  com- 
ments in  an  editorial  article  November  2nd, 
from  which  we  make  tlie  following  extract : 

"The  effect  of  these  causes  upon  the  amount  of  legal  tender 
money  (other  than  subsidiary  coin)  in  bank  reserves  and  in  cir- 
culation in  the  United  Kingdom  are  shown  in  the  following 
paragraph. 

The  amount*  on  the  30th  June,  1914,  may  be  estimated  as 
follows: 

Fiduciary   Issue   of   the   Bank   of  England £18,450,000 

Bank  of  England  Notes  issued  against  gold  coin 

or    bullion 38,476,000 

Estimated  amount  of  gold  coin  held  by  Banks 
(excluding  gold  coin  held  in  the  Issue  Depart- 
partment    of    the    Bank    of    England    and    in 

public   circulation)     123,000,000 

Grand  Total    £179,926,000 

The  corresponding  figures  on  the  10th  July,  1918,  as  nearly  as 
they  can  be  estimated,  were: 

Fiduciary  Issue  of  the  Bank  of  England £18,450,000 

Currency  Notes  not  covered  by  gold 230,412,000 

Total  Fiduciary  Issues £248,862,000 

Bank  of  England  Notes  issued  against  coin  and 

bullion     £  65,368,000 

Currency  Notes  covered  by  gold  28,500,000 

Estimated  amount  of  gold  coin  held  by  Banks 
(excluding  gold  coin  held  by  Issue  Depart- 
ment of  Bank  of  England),  say   40,000,000 

Grand  Total    £382,730,000 

"There  is  also  a  certain  amount  of  gold  coin  still  in  the  hands 
of  the  public  which  ought  to  be  added  to  the  last  mentioned  fig- 
ure,  but   the  amount   is  unknown." 

When  to  this  addition  of  £200,000,000  to  legal  lender  currency 
we  add  the  £670,000,000  of  potential  currency,  created  in  the  shape 
of  additional  bank  deposits,  up  to  the  end  of  last  ^ear,  there  is 
little  need  to  look  further  for  causes  of  the   rise  in  prices. 

It  is  thus  clear  to  the  Committee  that  "the  conditions  neces- 
sary to  the  maintenance  of  an  effective  gold  standard  in  this 
country  no  longer  exist,  and  it  is  imperative  that  they  should 
be  restored  without  dela>."  Government  borrowings,  done  in 
the  wrong  way,  have  prrdnced  a  state  of  things  in  which  cur- 
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rcney  ■•  maltlpUed  wilhsut  »ay  rcfsni  to  It*  fold  backing.  So 
Govcmmcot  borrowings  should^  cease  at  the  earliest  possible 
mocneot,  and  "an  adequate  Sinking  Fund  should  be  provided  out 
of  revenue,  so  that  there  may  be  a  regular  annual  reduction  nl 
capital  liabilities,  more  especially  those  which  constitute  the 
floating  debt."  Money  needed  for  reconstruction  purposes  "should 
not  be  provided  by  the  creation  of  new  credit,'  and  "in  so  far 
as  such  expenditure  is  undertaken  at  all,  it  should  be  under- 
taken with  great  caution.  .  The  shortage  of  real  capital 
must  be  made  good  by  genuine  savings.  It  cannot  be  met  by 
the  creation  of  fresh  purchasing  power  in  the  form  of  bank  ad- 
vances  to  the  Government  or  to  manufacturers  under  Govern- 
ment guarantee  or  otherwise,  and  any  resort  to  such  expedients 
can  only  aggravate  the  evil  and  retard,  possibly  for  generations, 
the  recovery  of  the  country  from  the  losses  sustained  during 
the  war."  A  timely  recognition  of  these  homely  truths  would 
enable  many  well-meaning  gentlemen  who  propose  to  cure  all  our 
post-war  ills  by  multiplying  money  and  credit  instead  of  goods, 
to  take  a  well-earned  holiday,  most  beneficial  to  themselves  and  to 
the  public  "Under  an  effective  gold  standard  all  export  de- 
mands for  gold  must  be  met,"  ana  foreign  claims  must  conse- 
qnentl/  be  checked  as  before  by  the  use  of  Bank  rate.  The 
Committee  expresses  the  obviously  sensible  view  that  the  dif- 
ferential rates  for  home  and  foreign  money,  which  have  saved 
us  so  many  millions  in  the  cost  of  Treasury  bills,  are  neither 
practicable  nor  desirable  when  the  war  is  over.  "The  low  home 
rate,  by  fostering  large  loans  and  so  keeping  np  prices,  would 
continue  to  encourage  imports  and  discourage  exports." 

The  Committee  shows  its  careful  interest  in 
the  international  situation,  and  the  concern  about 
the  dangers  of  credit  expansion  for  commercial 
purposes  in  the  following  paragraph : 

We  shall  not  attempt  now  to  lay  down  the  precise  measures 
that  should  be  adopted  to  deal  with  the  situation  immediately 
after  the  war.  These  will  depend  upon  a  variety  of  conditions 
which  cannot  be  foreseen,  in  particular  the  general  movements 
of  world  price*  and  the  currency  policy  adopted  by  other  coun- 
tries. But  it  will  be  clear  that  the  conditions  necessary  to  the 
maintenance  of  an  effective  gold  standard  in  this  country  no 
longer  exist,  and  it  is  imperative  that  they  should  be  restored 
without  delay.  After  the  war  our  gold  holding  will  no  longer 
be  protected  by  the  submarine  danger,  and  it  will  not  be  possible 
indefinitely  to  continue  to  support  the  exchanges  with  foreigi: 
countries  by  borrowing  abroad.  Unless  the  machinery  which 
long  experience  has  shown  to  he  the  only  effective  remedy  for 
an  adverse  balance  of  trade  and  an  undue  growth  of  credit  is 
once  more  brought  into  play,  there  will  be  very  grave  danger  of  a 
credit  expansion  in  this  country  and  a  foreign  drain  of  gold 
which  might  jeopardize  the  convertibility  of  our  note  issue  and 
the  international  trade  position  of  the  country.  The  uncer- 
taint^r  of  the  monetary  situation  will  handicap  our  industry,  our 
position  aa  an  international  financial  centre  will  suffer  and  our 
reneral  commercial  stattis  in  the  eyes  of  the  world  will  be 
lowered.  We  are  glad  to  find  that  there  was  no  difference  of 
opinion  among  the  witnesses  who  appeared  before  us  as  to  the 
vital  importance  of  these  matters. 
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Stock  and  Bond  Market. 

The  stock  market  was  strong  in  the  early  days 
of  the  month,  in  the  first  exuberance  over  the 
certainty  of  peace.  Later  the  market  reflected 
upon  the  situation  more  soberly,  and  a  reaction 
occurred,  affected  in  industrials  by  reports  of 
cancellations  of  war  contracts  and  commercial 
orders  and  in  railroads  by  a  report  that  the 
Security  Owners'  Association  was  taking  steps 
to  have  the  roads  promptly  returned  to  the  own- 
ers. Evidently  the  market  reflects  an  opinion 
that  such  return  is  undesirable  until  a  public  pol- 
icy relative  to  the  roads  is  fully  developed. 

The  speculative  bond  market  also  slowed  down 
in  the  latter  part  of  the  month,  as  a  result  prob- 
ably of  too  rapid  a  pace  last  month.  It  is  dif- 
ficult to  see  why  talk  of  a  slow-down  in  business 
should  effect  unfavorably  either  stocks  or  bonds 
of  assured  returns,  as  a  business  reaction  would 
mean  idle  money,  and  naturally  create  a  demand 
for  income-bearing  securities  of  a  high  order. 

The  best  barometer  of  the  November  securi- 
ties market  is  the  large  over-subscription  of  $20,- 
000,000  Liggett  &  Myers  Tobacco  Company  6% 
Notes  on  a  6}i%  basis.  This  compares  with  a 
7%— 7J4%  basis  on  $25,000,000  American  To- 


bacco Company  7%  Notes  offered  in  October. 
Prior  to  the  Fourth  Liberty  Loan  financing  of 
this  character  had  been  offered  on  71/2% — 7 
}i%  basis.  While  some  signs  of  hesitancy  were 
in  evidence  at  the  close  of  the  month,  neverthe- 
less the  real  absorptive  power  of  the  investment 
market  does  not  seen  to  have  been  tested,  for  new 
issues  have  not  been  offered  in  large  amounts  and 
the  larger  blocks  of  market  securities  seem  to 
have  been  generally  withdrawn. 

The  municipal  market  has  absorbed  all  new 
offerings  with  alacrity  and  prices  of  the  larger 
city  issues  have  advanced  to  a  4.20% — 4.25% 
basis.  It  is  anticipated  that  may  municipalities 
will  offer  securities  when  restrictions  are  lifted, 
and  New  York  City  will  probably  be  among  the 
first  as  it  is  sorely  in  need  of  dock  and  port  im- 
l)iovements  and  school  buildings. 

Liberty  Loan  issues  held  firm  during  the  month 
until  the  closing  week  when  the  Fourth  4.'4s 
sold  below  98,  and  a  general  decline  was  reg- 
istered in  the  other  issues. 

Railroad  buyers  have  been  offered  a  somewhat 
meagre  bill  of  fare.  $9,850,000  Kansas  City  Ter- 
minal 6%  Five  Year  Notes  were  quickly  placed 
on  a  6.05%  basis,  and  the  Norfolk  &  Western 
Railroad  has  offered  to  its  stockholders  $18,000,- 
000  Ten  Year  6%  Convertible  Bonds  at  par.  The 
investment  market  has  been  interested  in  the 
maturity  of  new  issues,  for  the  general  .sentiment 
is  changing  from  short  term  notes  to  the  longer 
term  mortgage  bonds.  A  ten  year  maturity, 
however,  is  the  maximum  test  as  regards  new  of- 
ferings. 

Among  the  industrials,  the  American  Thread 
Company  is  the  first  to  offer  longer  term  mort- 
gage bonds,  their  issue  of  $6,000,000  First  Mort- 
gage 6%  Ten  Year  Bonds  on  a  5%%  basis  being 
quickly  over-subscribed. 

Following  are  some  of  the  more  important  of- 
ferings : 

$6,000,000  American    Thread    Company    1st    Mtge.    6%     Bonds, 

due    December    1,   1928   at    101    and   interest,    yielding 

S«%. 
3,250,000  Chicago  Pneumatic  Tool  Co.  6%   Bonds,  due  October 

1,    1920-23    at   prices    to   yield    7.25%. 
1,750,000  Cleveland,   Cincinnati,   Chicago    &    St.    Louis   Ry.    Co. 

4K%    Debentures    due    January    1,    1931,    at    80    and 

interest,    yielding    7%. 
400,000  ContinenUl    Gas    &     Electric    Corp.,    Cleveland,     6% 

Notes    due    September    1,    1920,    at    97    and    interest 

yielding  744%. 
500,000  Farm    Loan    5%    Bonds,   due   May    1,    1938,   Optional 

after    May    1,    1923,    at    101  ^i    and    interest,    yielding 

4.65%   to  1923  and  5%   thereafter. 
3,000,000  Jacob    Dold    Packing    Company    7%    Notes,    due    No- 
vember 15.  19191923  at  prices  to  yield   7%   to  75<%- 
9,850,000  Kansas    City    Terminal    Railway    Co.    6%    Notes,    due 

November    15,     1923    at    99H    and    interest,    yielding 

6.05%. 
20,000,000  Liggett   &   Myers  Tobacco   Company,   6%    Notes,   due 

December  1,   1921   at  98  and   interest,   yielding  6M%. 
550,000  Mahoning  &   Shenango   Ry.  &   Lt.   6%    Bonds,   Series 

"11."    due    November    1,    1920,    at    97Ji    and    interest, 

yielding  about    7y,%.  , 

4,000,000  Mengel  Box  Company  7%   Debentures,  due  November 

1,   19201923  at  prices  to  yield   7.25%   to  7.40%. 
2,500,000  New  Orleans  &  Northeastern  R.  R.  Co.  4yi%    Bonds, 

due   January    1,    1952,   at   86^   and   interest,    yielding 

5.40%. 
375,000  Oklahoma     Railway     8%     Bond-Secured     Notes,     due 

March    I,    1921   at    100  and   interest,   yielding   8%. 
500,000  Parafine   Companies,   Inc.,   San    Francisco,   7%    Notes, 

due   December   1,   1919-24,  at   100  and  interest,  yield- 
ing   7%. 
1,500,000  Pennsylvania    Company    4J4%     Loan,    due    June    15. 

1921    at   97f<   and   interest,   yielding   about    5H%- 
1,841,000  Puget    .Sound    Traction,    Lt.    &    Pr.    7%    Bonds,    due 

June  1,  1921  at  98yi  and  interest,  yielding  7.65%. 
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511,000  Sinclair  Oil  &  Re&ning  Corp.  5%  Equip.  Trust  Notes, 
due  1919-21  at  prices  to  yield  6H%. 

750,000  Standard  Gas  &  Electric  Co.  7%  Notes,  due  Septem- 
ber 1,  1921  at  97V5  and  interest,  yielding  8%. 

100,000  Western  Heater  Dispatch  Company  Equipment  6% 
Bonds,   due    1920-1924   at   prices   to   yield   7.25%. 

New  municipal  offerings  include: 

$1,019,000  Akron,   Ohio,   5%    Water   Works   Bonds   on   a   4.45% 
basis. 
1,315,000  Akron,   Ohio.   5%    Water  Works   Bonds   on  a   4.50% 
basis. 
112,000  Blaine    County.    M'ontana,    5}4%     Bonds    on    a    5% 
basis. 
55,000  Carbon    County,    Montana,    5^%     Bonds    on    a    5% 
basis. 
1,000,000  City  and    County  of  Denver  4^%    Water   Bonds   on 
a  4.57%   basis. 
500,000  Oeveland,  Ohio,  4yi%   Bonds  on  a  4.40%  basis. 
,    490,000  Des  Moines,  Iowa,  4!^%   Bonds  on  a  4.50%   basis. 
988,700  Detroit,    Michigan.   4)4%    Sewer    Bonds   on    a   4.25% 
basis. 
50,000  Hamilton  County,  Ohio,  5%  bonds  on  a  4.50%   basis. 
95,000  Kentawka    Drainage    District.    Mississippi,    6%    Bonds 
on  a  5^%  basis. 
1,425,000  Los    Angeles    County,    Cal..    Flood    Control    Dist.    5% 
Bonds  on  a  4.80%   basis. 
100,000  Miller    County     Levee     Dist.    No.    2,    Arkansas,    6% 

Bonds   on   a   5.50%   basis. 
100,000  Mitcbcli,  South  Dakota,  5%   Bonds  on  a  4.70%  basis. 
2,000,000  New   York   City  Corporate  Stock  on  a  4.325%    basis. 
500,000  New    York    Sute    Canal    Ayi%    Bonds    on    a    4.10% 

basis. 
100,000  Ossining,   New   York.   5%    Water   Bonds  on  a  4.50% 

basts. 
272,000  Outagamie    County.    Wisconsin,    5%    Highway    Bonds 
on  a  4.70%  basis. 
71,000  Pacific  County.  Washington,  4H%  Bonds  on  a  4.70% 
basis. 
7,000,000  Philadelphia,   Pa.,  4^%    Bonds  on  a  4.25%  basis. 
500,000  Poinsett    County,    Ark..    Drainage    Dist.    No.    7,    5% 

Bonds  on  a   5.75%   basis. 
199.000  Quincy,  Mass.,  4)4%    Bonds  on  a  4.15%   basis. 
220,000  Rochester,  New  York.  Notes  on  a  4.50%  basis. 
2,268,000  Rochester,  New  York,  *•/,%   Bonds  on  a  4  20%  basis. 
215,000  .'^alt  Lake  City.  Utah.  5%   Bonds  on  a  4.45%  basis. 

25,000  State  of  South   Carolina  5%    Bonds  on  a  5%   basis. 
235.000  St.   Paul.  Minn.,  4)4%   Bonds  on  a  4.20%  basis. 
200,000  St.    Paul,    Minn..  4)4%    and    5%    Sewer   Bonds   on   a 

4.60%   basis. 
200,000  \'an  Zandt  Co.  Road  Dist  No.  4,  Texas,  5)4%   Bonds 
on  a  5.30%  basis. 
63,000  Westchester    County.    New    York,    4%     Bonds    on    a 

4.30%   basis. 
65,000  West  Hoboken.  New  Jersey,  5%    Bonds  on  a  4.55% 

basis. 
110,000  Woonsocket.    Rhode   Island.   5%    Bonds    on   a   4.50% 
basit. 

The  average  price  of  40  standard  issues,  as 
reported  by  the  Wall  Street  Journal  on  November 
29  was  87.68  compared  with  84.94  on  October  29, 
and  84.78  on  November  29,  1917. 

Postal  Banks  and  Parcels  Post. 

Chicago.  III.,  Novetnber  19.  1918. 
Ur.  Pmidtnt  of  The  National  City  Bank  •/  New  York. 

(Name  unknown     to  me.)  N*w  York,  N,   Y. 

Dua  Sxi: 

By  chance  a  copy  of  your  Bulutiic  (issue  of  October  last) 
fell  into  my  hands,  and — though  I  am  only  a  poor  laboring  ma* 
and  have  nothing  to  invest — it  was  so  interesting  that  I  shall  ir 
grateful  if  you   will  send  it  to  me  regularly. 

You  have  statistics  of  how  labormen's  and  farmers'  subscrip- 
tions for  Liberty  Bonds — the  four  ifsurs — compare  in  bulk  to 
those  of  bankers  and  corporations.  1  will  call  it  a  special  favor 
if,  at  your  convenience,  you  will   forward  me  the  facts. 

Who,  or  what,  were  for  years  and  years  opposed  to  and  blocked 
the  establisliment  of  Postal  Saving-banks  in  the  U.  S.?  If  it 
was  not  the  great  banking  and  financial  corporations,  as  I  have 
been  told.  I  would  be  pleased  to  know  the  truth. 

I  am  under  the  impression  that  the  once  great,  powerful  and 
influential  express  companies  for  quite  a  number  of  years  blocked 
the  Parcel  post  from  being  established  in  the  United  States — Is 
that  true  or  not?  I  have  no  absolute  facts,  and  shall  be  very 
thankful  for  enlightenment. 

Don't  be  alarmed.  Sir  I  I  am  not  an  anarchist,  socialist  or 
crank,  but  a  plain,  honest,  intelligent  100  per  cent.  American, 
and  feel  rejoiced  at  our  complete  victory  and  the  ending  of  the 
war.  I  belong  to  no  union,  club  or  society — do  my  own  thinking 
and  writing.  My  information  on  the  above  points  comes  from 
newspapers — the  great  dailies — and  1  have  a  good  memory;  it 
was  years  ago  I  read  it. 

Hoping  yon  will  give  me  what  information  you  may  have  to 
my  unimportant  questions,  I  am. 

Yours  very  respectfully. 


The  Statistics  as  to  bond  purchases  by  wage 
earners  and  farmers  are  not  available.  It  would 
be  interesting  to  have  more  information  as  to  the 
small  subscriptions.  It  is  certain  that  they  ag- 
gregated a  very  important  part  of  the  total. 

It  is  not  correct  to  say  that  the  great  banking 
and  financial  corporations  actively  opposed  and 
blocked  the  passage  of  the  postal  savings  act. 
That  class  of  corporations,  excepting  savings 
banks,  do  not  usually  receive  savings  deposits  and 
did  not  interest  themselves  in  the  agitation.  A 
good  many  banks  in  the  smaller  towns,  however, 
actively  opposed  the  establishment  of  the  postal 
system. 

It  should  be  recognized  that  there  were  eco- 
nomic reasons  of  weight  against  the  establish- 
ment of  postal  banks  in  this  country.  In  other 
countries  the  postal  savings  deposits  are  invested 
regularly  in  government  bonds,  but  in  this  coun- 
try for  years  before  the  present  war  the  bonded 
debt  was  small,  and  most  of  it  paid  only  2  per 
cent,  interest.  It,  therefore,  was  impracticable 
to  invest  the  deposits  in  that  way.  The  plan 
was  also  objected  to  on  the  ground  that  it  was  a 
lietter  policy  for  each  community  to  keep  its  sav- 
ings in  local  banks,  which  would  loan  them  out 
in  the  same  community,  thus  contributing  to  the 
up-building  of  the  community,  than  to  have  them 
withdrawn  to  Washington  for  investment  in  se- 
curities that  might  be  selected  there.  This  is  a 
large  country,  much  of  it  new,  with  many  com- 
munities short  of  capital  and  needing  all 
their  own  at  home.  Furthermore,  the  inter- 
est paid  by  local  banks  would  be  higher  and  thus 
afford  a  greater  incentive  to  saving.  Here  in 
New  York  savings  banks  are  paying  4  per  cent, 
while  the  postal  bank  pays  2j4. 

A  compromise  was  finally  effected  by  which 
the  deposits  of  each  postal  bank,  instead  of  being 
withdrawn  to  Washington,  are  re-deposited  in 
local  banks,  on  government  account,  and  are 
loaned  in  the  same  community.  The  interest 
received  by  the  depositor  is  less  than  he  would 
get  if  he  deposited  the  money  with  the  bank 
direct. 

The  chief  argument  for  the  postal  savings  bank, 
and  a  strong  one,  is  that  it  furnishes  absolute  se- 
curity and  thus  encourages  many  people  to  save 
and  deposit  their  money  who  otherwise  would 
not  use  a  bank  at  all. 

Those  who  opposed  the  postal  bank  urged  that 
the  attention  of  the  government  should  be  direct- 
ed to  making  all  banks  safe  and  to  cultivating 
popular  confidence  in  them.  Since  then  the  en- 
tire banking  system  has  been  greatly  strengthened 
by  the  passage  of  the  Federal  reserve  act. 

As  the  country  grows  older  there  is  not 
the  same  objection  to  the  withdrawal  of  funds 
from  localities.  Moreover,  the  war  has  made 
it  necessary  for  the  Government  to  call  on 
all  sections  for  funds,  even  at  the  cost  of 
retarding  local  development.  Indeed,  it  has 
been  necessary  to  generally  suspend  develop- 
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ment  work,  not  only  because  the  Government 
needed  the  money,  but  because  it  needed  men 
and  materials.  Hereafter  there  will  be  a  great 
public  debt  in  which  the  postal  savings  may  be 
invested,  or  in  which  the  public  afraid  of 
banks  can  invest  direct. 

As  to  the  parcels-post,  the  opposition  of  the 
express  companies  was  not  the  important  factor 
in  delaying  its  establishment.  The  important  op- 
position came  from  the  small  towns  all  over 
the  country,  whose  business  men  were  afraid 
the  parcels-post  would  build  up  the  mail  order 
business.  They  urged  that  the  country  town  was 
an  important  cultural  factor  in  rural  life,  and 
that  the  parcels-post  would  reduce  its  importance. 
It  was  a  dubious  argument,  and  the  country  towns 
were  more  frightened  than  hurt,  but  they  were 
responsible  for  delaying  the  legislation  for  a  num- 
ber of  years.  The  rural  congressman  was  far 
more  amenable  to  the  arguments  of  the  countrj' 
store-keepers  and  country  bankers  of  his  own 
district  than  to  any  influence  the  express  com- 
panies could  wield. 

It  is  undeniable  that  all  classes  of  people,  bank- 
ers and  store-keepers  not  excepted,  are  sensitive 
to  their  own  interests,  more  or  less  selfish,  and 
prone  to  confuse  their  own  interests  with  what 
they  conceive  to  be  the  interests  of  the  public. 
We  have  to  put  up  with  that  and  recognize  that 
it  is  a  common  failing.  But  every  man  should 
train  himself  to  judge  of  every  question  upon 
its  merits  as  they  appear,  without  prejudice. 
Bankers  are  not  always  agreed,  and  they  are 
.sometimes  right  and  sometimes  wrong.  It  is 
good  policy  to  hear  all  sides  fairly  and  then  de- 
cide for  yourself. 

Steel  Capacity. 


We  are  indebted  to  the  American  Iron  and 
Steel  Institute  for  the  following  statement  of  the 
increase  in  capacity  for  the  production  of  pig 
iron  and  steel  in  the  United  States  since  the  be- 
ginning of  the  year  1914 : 

Gross  Tons 
Dec  31, 1913     Dec.  31,1917 


Annual     Capacity     of     completed     Blast 

Furnaces    of  Pig  Iron    44,395,000 

Annual  Capacity  of  all  kinds  of  Steel  In- 


city 
Ca 


gou  and  Castings 39,689,000 


48,100,000 
52.433,000 


During  the  first  six  months  of  1918,  at  least 
three  modem  Blast  furnaces,  which  were  'n 
course  of  construction  on  Dec.  31,  1917,  were 
completed — one  by  the  Lackawanna  Steel  Com- 
pany, one  by  the  Illinois  Steel  Company,  and  one 
by  the  Iroquois  Iron  Company.  These  three  fur- 
naces have  an  estimated  annual  capacity  of 
559,100  gross  tons.  On  June  30th,  1918,  twelve 
new  Blast  Furnaces  were  being  built. 

The  above  figures  for  Steel  Ingots  and  Cast- 
ings for  1917,  are  provisional,  but  the  final  figures 
will  not  differ  materially  from  the  provisional 
figures  given  above. 

Since  the  first  of  January,  1918,  the  companies 
named  below  have  completed  and  started  Open 
Hearth  Steel  Plants. 


BtHwflti  Annual 
Capacity. 
Tons 

Canton  Sheet  Steel  Co.,  Canton,  Cbio 75,000 

Erie   Forge  and  Steel   Co.,   Erie,   Pa.    54.600 

kfark    Mfg.   Co.,   Indiana   Harbor,   Ind 225,000 

Tacony    Ordnance    Corp.,    Tacooy,    Pa.    50,000 

Trumbull   Steel  Co.,  Warren,  Ohio   264,000 

Worth    Steel    Co.,    Claymont.    DeL    200,000 

In  addition  a  number  of  small  plants  have  in- 
stalled Open  Hearth  Furnaces,  Electric  Furnaces, 
etc.,  and  some  additions  have  been  made  to  ex- 
isting plants. 

Canada. 

The  Second  Victory  Loan  in  Canada,  closed 
last  month,  was  a  fine  success,  subscriptions 
amounting  to  $676,027,217.  This  is  the  fifth 
Dominion  loan  placed  at  home. 

The  subscriptions  to  each  and  the  total  are 
given  below: 

First    war    loan.    November    22.    1915 $103,729,500 

Second  war  loan,  September  12,   1916 201,444,800 

Third   war   loan,   March    12,   1917 260,768,000 

Fourth  war  loan,  November  12,  1917   419,289,000 

Fifth   war   loan,   October  28.    1918    676,027,217 

Grand   total   of   Canada's   war   loans (1,661,258,517 

The  production  of  wheat  in  Canada  last  season 
was  210,315,000  bushels,  against  231,730,200  in 
1917,  but  the  total  of  all  grains  was  758,261,700 
bushels,  against  698,394,700  in  1917. 

Canadian  imports  for  the  twelve  months  end- 
ing with  last  September  were  $897,128,837  and 
exports,  $1,401,371,772. 

The  financial  Times  of  Montreal  states  that 
it  is  informed  on  authority  which  cannot  be  at 
present  disclosed,  that  the  chief  claim  which  will 
be  presented  on  behalf  of  Canada  by  Sir  Robert 
Borden  at  the  Peace  Conference  will  be  for  the 
expenditure  in  Canada  of  $1,000,000,000  of  the 
indemnity  to  be  exacted  from  the  enemy  in  repar- 
ation for  his  devastation  in  France  and  Belgium. 

The  exchange  situation  with  the  United  States 
is  slightly  less  unfavorable  to  Canada,  although 
the  premium  on  New  York  drafts  is  still  about 
lj4  per  cent. 

General  Business  Conditions. 

The  developments  in  industry  during  the  last 
month  on  the  whole  need  not  be  deemed  discour- 
aging, although  Government  contracts  have  been 
cancelled  right  and  left,  and  there  have  been 
numerous  efforts  to  cancel  commercial  orders. 
The  Government  cancellations  were  inevitable 
whenever  the  war  ended,  and  the  others  are  the 
result  of  timidity.  Strenuous  efiForts  are  being 
made  to  hold  the  latter  in  check.  In  wholesale 
circles  conditions  are  quiet,  with  a  conservative 
trend.  It  is  too  early  for  foreign  business  to 
appear  on  an  important  scale. 

The  Government  has  decided  not  to  offer  its 
surplus  wool  stocks  at  auction,  which  is  a  relief 
to  the  trade.  It  is  understood  that  offerings  in 
moderate  amount  will  be  made  from  time  to 
time,  the  first  to  be  at  prices  somewhat  below 
the  present  market.  This  wool  came  to  the 
Government  at  high  prices,  and  it  is  interested  in 


_U 


sustaining  the  price  until  present  supplies  are 
worked  off.  The  next  crop  will  doubtless  have  to 
take  its  chances  on  the  market. 

The  woolen  trade  has  a  new  source  of  anxiety, 
however,  in  the  enormous  stocks  of  clothing 
which  the  Government  has  bought  for  the  Army, 
which  will  never  be  needed  for  that  purpose. 
Will  they  be  thrown  on  the  home  market,  or 
will  the  Government  assume  the  task  of  working 
them  off  abroad  ? 

Cotton  has  been  weak,  on  the  small  ex- 
ports, the  total  since  August  1st,  being  1,213,- 
826  bales  as  compared  with  2,476,857  for 
the  corresponding  time  last  year.  November 
closed  with  the  New  York  price  around  29  cents, 
as  compared  with  31  last  year.  On  the  theory 
that  consumption  has  been  very  low  for  several 
years  and  that  all  markets  will  now  be  opened 
up,  there  ought  to  be  a  large  consumption  this 
coming  year,  but  the  courage  of  buyers  has  not 
been  sufficient  to  sustain  the  market  in  the  face 
of  prospective  cancellations  of  Government  busi- 


ness and  the  slow  trade  in  cotton  goods.  The 
Fall  River  mill  operatives,  who  had  asked 
another  wage  increase  of  15  per  cent,  after  talk- 
ing the  situation  over  with  the  employers  con- 
cluded to  defer  action  and  continue  work  at  the 
present  scale. 

The  acreage  sowed  to  winter  wheat  is  con- 
siderably above  last  year's  and  the  crop  goes 
into  the  winter  in  good  condition.  As  wheat  is 
the  only  grain  with  a  guaranteed  price  doubtless 
the  acreage  sown  next  spring  will  be  large.  The 
Government  guaranty  will  cover  all  wheat  har- 
vested in  the  crop  year  ending  June  30,  1920, 
but  presumably  this  will  not  let  in  much  which 
is  harvested  after  the  calendar  year,  1919.  If 
Mr.  Hoover's  information  is  correct  the  world 
will  need  all  that  can  be  produced  next  year.  It 
is  possible  to  sow  winter  wheat  in  some  of  the 
Southern  states  in  December,  and  there  would 
see-ti  to  be  every  reason  for  making  the  acre- 
age as  large  as  possible.  It  is  the  one  crop  upon 
which  the  farmer  runs  no  risk  of  a  price  decline. 


STATEMENT  OF  RESOURCES  AND  LIABILITIES  OF  EACH  OF  THE  TWELVE  FEDERAL 
RESERVE  BANKS  AT  THE  CLOSE  OF  BUSINESS  NOVEMBER  29,  1918. 

(In  Thousands  of  Dollars) 


Boston 

N.Y. 

3375 

21,465 

408 

277.665 
17.142 
2.011 

25.748 

296318 

70.785 
6317 

282.220 
21.992 

103350 

604330 

3.151 

44.624 

RESOURCES 

Gold   In   raulta    and   In 

transit  

Gold  Settlement  Fand 

Gold  with  foreiirn  agencies 

Total  gold  held  by  banks 
Gold  with  Federal  Reserve 

Asents 

Gold  Redemption  Fund. .. 

Total  Bold  reserves. . 

Lecal  tender  notes.  Silver. 

eU I 

Total  Reserves I 

Bill* disctd :  Sec  b7  Govt: 
war  obligations 

All  other 

Bills  bouKbtinopen  .nark't 

Total  blllson  band.. 
U.  &  Govemm't  long-tenn 

seMrlUes. 

U.S.  6ovemm't  short-terml 

secnritiea 

All  other  earning  assets.. . | 

Total  Earning  Assets! 
Unenllected  Items  'dednci 

fron  groas  deposils) .... 
K  redem  ption  fund  sgainst 

F.  R.  bank  notes i 

All  ether  resources 

TOTAL  RESOURCES 

LIAlill.ITIES 

CapiUPaldin 

Sar^lns 

Govmiment  Deposits. ' 

Duo  to  members— reserve 

sacount 

Colfection  Items 

Other  deposits  incld'g  For. 

Oovemment  credits...,. 

Total  Gross  Deposits { 

P.  R.  Notes  in  actual  circu- 
lation  

F.  H.  Bank  Notes  in  circu- 
lation, net  linhility 

All  other  Liabilities. 

TOTAL  LIABILmES '  347,667    1 ,715.972 


puis.    Clev'd  I  Rich'd  AUanU  Chicago    St  Louis  H'npl's  Kas.City    Dallas   S.Fr'sco      Total 


104 

39329 

408 


28.196 

34,723 

525 


106301 

648354 

131.096 
12  616 
25.229 

626  905 
84.263 
166.732 

168M1 

877,900 

1,403 

1398 

$.416 

35,423 

175,760 

OH.'^l 

64,MS 

143304 

220 

1,137 

1355 
8338 

347,667 
6,598 

1.715,972 

20,726 

40,041  I  63,4U 

78.605  '  132321 
7,700  i        635 

126346  I  196,400 


_  574  ' OS 

136,920    197,038 

165305    107.287 

16.486      17313 

J15.TO  1  jq^ 

197366    175373 


93.043 
46316 


2336 

21,754 

204 

7373 
8346 

,175 

24394 

16394 

60333 

44399 

5,798  i     5.242 


J.670 
417  405    452.666  I  241,884  >  199.401 


729,121 


5.194388 


(a)  Tout  Reserve  notes  in  circulation,  2.568.676. 

(b)  Bills  discounted  and  bought:  U.  S.  Oovemment  short  term  securities; 
31  60  days  479 MO;  61  90  dars  166.276;  over  9()  d.iys  95.429.  Total  2. 
Ratio  of  gold  reservey  to  net  deposit  and  Federal  Reserve  note  I 
and  Federal  Reserve  note  liabilities  combined  63.2*. 


municipal  warranU,  etc.:  1—15  days  1,314.534  ;  16-  SO  days  227,098; 
283.227. 
iabilities  combined  59.H.    Ratio  of  total  reserves  'o  net  deposit 


DISCOUNT  RATES  UNCHANGED  FROM  A  MONTH  AGO. 

THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


**City  BanK  Service.** 


Investments  for  the 
Readjustment  Period 


TN   THE   present   epochal   readjustment  of  the   world's 
industry  and  commerce  from  a  war  to  a  peace  basis, 
it  behooves  the  investor  to  place  his  funds  in  securities  that 
are  strongly  bulwarked  against  shifting  conditions. 

Such  securities  comprise  the  bonds  of  governments  and 
municipalities  and  of  strong  corporations  whose  products 
or  services  are  indispensable  to  the  public. 

Securities  of  this  character  can  now  be  bought  at  prices 
affording  a  relatively  high  income  over  a  long  or  short 
period,  and  we  shall  be  pleased  to  furnish  for  your  consid- 
eration our  current  list  of  73  attractive  bonds  and  short- 
term  notes.  These  include  Government  issues  yielding  up 
to  4.55%  ;  municipals,  4.90%  ;  railroads,  7% ;  public  utilities, 
7% ;  industrials,  6.83%. 

Ask  for  Circular  B-71 


The  National  City  Company 

National  City  Bank  Building,  New  York 
Uptown  Office :  Fifth  Avenue  and  Forty -third  Street 


Albamt,  N.  Y. 

Ten  Eyck  Bldg. 

Atlanta,  Ga. 

Truit  Co.  of  Georgia  Bldg. 

Baltiho«e,  Md. 

Mansey  Bldg. 

Boiton,  Mass. 

10  State  St. 

Buffalo,  N.  Y. 

Marine  Bank  Bldg. 

Chicago,  III. 

137  So.  La  Salle  St 

Cikcishati,  Ohio 

Fourth  Natl.   Bank  Bldg. 

Cleveland,  Ohio 

Guardian  Bldg. 


CORRESPONDENT  OFFICES 


Dayton,  Ohio 

KTutual  Home  Bldg. 

Denver,  Colo. 

718-17th  St. 

Det«oit,  Mich. 

147  Griswold  St 

Hartfoed,  Conn. 

Conn.  Mutual  Bldg. 

Indianapolis,  Ind. 

Fletcher  Sav.  &  Tr.  Bldg, 

Kansas  City,  Mo. 

Republic  Bldg. 
Los  Angeles,  Cal. 
507  So.  Spring  St 
London,  E:«a.  36, 


Minneapolis,  Minx. 

McKnight  Bldg. 

Newaek,   N.   J. 

790  Broad   St. 

New  Orleans,  La. 

301   Baronne  St 

PHILADELrillA,    Pa. 

1421  Chestnut  St 

Pittsboech,  Pa. 

Farmers'  Bank   Bldg. 

Portland,  Me. 

396  Congress  St 

Portland,   Ore. 

Railway  Exchange  Bldg. 

Bishopsgate,  E.  C.  2 


Pbovidence,   R.   I. 

Industrial  Trust  Bldg. 

Richmond,  Va. 

Mutual   Bldg. 

San  Francisco,  Cal. 

424  California  St 

Seattle,  Wash. 

Iloge  Bldg. 

Springpield,  Mass. 

3rd  Natl.  Bank  Bldg. 

St.  Louis,  Mo. 

Bank  of  Commerce  Bldg. 

Washington,  D.  C. 

7411Sth  St.  N.  W. 

VVilkes-Rarre,  Pa. 

Miners'    Bank    Bldg. 
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